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TITLE  6— AGRICULTURAL  CREDIT 

Chapter  III — Farmers  Home  Adminis¬ 
tration,  Department  of  Agriculture 

S«ibchapt«r  B  Form  Ownership  Loans 
[FHA  Instruction  443.2] 

Part  332 — ^Processing  Initial  Loans 

PROCESSING  INITIAL  INSURED  AND  DIRECT 
FARM  OWNERSHIP  LOANS 

Sections  332.1  to  332.13,  Title  6,  Code 
of  Federal  Regulations,  are  amended  to 
include  regulations  with  respect  to  op¬ 
tioning  of  lEUid,  to  conform  Farm  Own¬ 
ership  loan  processing  with  revised  title 
clearance  regulations  in  §  §  307.1  to  307.7 
of  this  chapter  (21  F.  R.  9929)  and  with 
revised  loan  policies  imder  Public  Law 
878,  84th  Congress,  and  to  read  els 
follows: 

S  332.1  Optioning  oS  land.  When  lEtnd 
is  to  be  purchELsed,  the  appliCEint  will  be 
responsible  for  selecting  the  land  he  in¬ 
tends  to  purchase  Eind  for  obtaining  an 
option  on  such  land.  Ordinarily,  the 
County  Committee  should  have  viewed 
the  applicant  with  favor  before  he  ob¬ 
tains  an  option  on  the  l^nd  to  be  pur- 
chELsed.  The  County  Supervisor  should, 
if  possible,  prior  to  the  applicant's  Se¬ 
lection  of  the  land  to  be  purchELsed. 
advise  him  with  respect  to  the  approxi¬ 
mate  size  Etnd  quality  of  farms  which 
are  generEilly  considered  els  family-type 
farms  in  the  particular  county. «  Such 
ELdvice,  together  with  the  consideration 
of  the  applicant’s  eligibility  by  the 
County  Committee  before  the  land  is 
selected,  will  save  applicant’s  time  in 
looking  for  farms  and  will  reduce  the 
number^of  options  tSLken  on  fELims  which 
are  obviously  too  soielII,  too  lEurge,  or 
too  unproductive  to  qualify  ior  the  FsLrm 
Ownership  progrELm.  Form  FHA-188, 
“Option  to  Purchase  Real  Property,”  will 
be  given  to  the  applicEint  with  an  ex¬ 
planation' of  the  provisions  of  the  form 
and  how  it  will  be  completed.  Gen¬ 
erally,  the  FELrmers  Home  Administra¬ 
tion  option  form  should  be  used; 
however,  other  option  forms  may  be 
used  if  their  provisions  are  acceptable. 

(a)  The  County  Supervisor  is  respon¬ 
sible  for  examining  each  completed  op¬ 
tion  to  determine  if  it  is  ELcceptable,. 
When  the  County  Supervisor  is  doubtful 
as  to  whether  the  option  is  acceptable 


due  to  questions  of  a  legal  or  adminis¬ 
trative  nature,  such  els  the  effect  of  min¬ 
eral  or  other  reservations  on  the  appli- 
CELnt’s  or  the  Government's  interest,  or 
unusual  conditions  or  alterations  of  the 
Farmers  Home  Administration  option 
Form  or  other  option  form,  if  used,  he 
will  forwELTd  the  option  to  the  State 
Director  for  advice. 

(b)  The  Coimty  Supervisor  also  will 
determine  that: 

(1)  At  lesLst  one  dollar  is  ELctually  paid 
to  the  seller  by  the  applicant  SLnd  the 
receipt  for  this  amount  is  acknowledged 
in  the  option. 

(2)  The  option  protects  the  interests 
of  the  applicant,  ELnd  that  the  opticm  is 
recorded,  if  necessary.  Recordation  fees 
will  be  paid  by  the  applicant. 

(3)  The  following  clause  is  inserted  in 
options  in  connection  with  loELns  which 
involve  more  thELn  one  tract : 

“The  seller  agrees  that,  irrespective  of 
ELny  other  provision  in  this  option,  the 
buyer,  or  his  ELSsignees  may,  if  the  option 
is  accepted,  without  any  liability  the]*- 
for,  refuse  to  accept  conveyance  of  tne 
property  described  herein  if  the  ELfore- 
said  loELn  cELnnot  be  made  or  insm'ed  be¬ 
cause  of  defects  in  the  title  to  other  lELnd 
now  owned  by,  or  being  purchELsed  by. 
the  buyer.’^' 

(c)  When  a  tract  of  lEind  is  to  be  op¬ 
tioned  ELnd  subdivide,  the  applicELnt,  in 
whose  name  the  option  is  to  be  taken, 
must  be  advised  by  the  CTounty  Super¬ 
visor  that  he  is  not  designated  els  an 
agent  or  trustee  ELnd  wUl  not  receive  SLny 
remuneration  for  ELSsigning  interest  in 
the  option  to  other  applicants.  The 
County  Supervisor  is  responsible  for  ex¬ 
plaining  to  the  seller  and  the  applicant, 
in  whose  name  the  option  is.tELken,  the 
terms  and  conditions  of  the  option  in¬ 
cluding  the  provision  that  the  seller  will 
provide  ELn  accurate  survey,  if  required  by 
the  Government. 

(1)  The  County  Supervisor  will  discuss 
ELny  proposed  subdivision  with  the 
County  Committee  ELnd  the  Area  Super¬ 
visor  before  ELny  definite  commitments 
are  mELde  to  the  prospective  seUer  with 
respect  to  utilizing  a  tract  for  subdivi¬ 
sion  purposes.  He  will  also  obtain  the 
ELSslstELnce  of  the  employee  authorized  to 
appraise  farms  in  mELking  a  thorough 
study  of  the*  tract  ELnd  in  plotting  the 
^Continued  on  next  page) 
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units  to  show  proposed  roads  and  other 
necessary  facilities  in  order  to  determine 
whether  it  is  practicable  to  subdivide  the 
tract  into  adequate  farms. 

(2)  If  the  tract  is  determined  to  be 
suitable,  an  option  will  be  ta^en  on  Form 
FHA-188A,  “Option  for  Purchase  of 
Farm  (Land  to  be  Subdivided).**  The 
tract  will  be  subdivided  into  units,  each 
unit  will  be  surveyed,  and  the  applicant, 
in  whose  name  the  tract  is  optioned, 
with  the  guidance  of  the  County  Super¬ 
visor,  will  execute  Form  FHA-188B,  “As¬ 
signment  of  Interest  in  Option  (Land  to 
be  Subdivided),’*  with  each  applicant 
who  is  to  receive  one  of  the  units.  If 
it  becomes  necessary  for  the  State  Di- 
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rector  to  designate  an  applicant  an  in¬ 
terest  in  the  option.  Form  FHA-188C, 
“Designation  of  Assignee  of  Interest  in 
Option  (Land  to  be  Subdivided),”  will 
be  used. 

(Secs.  1.  2,  60  Stat.  1072,  1073,  as  amended. 
Pub.  Law  878,  84th.  Cong.;  7  U.  S.  C.  1001, 
1002) 

§  ?32.2  Suitability  of  farm  for  the 
Farm  Ownership  program — (a)  Respon~ 
sibility  for  determining  suitability  of 
farms.  The  County  Supervisor  is  re¬ 
sponsible  for  mak^jig  a  preliminary  de¬ 
termination  with  respect  to  whether  a 
loan  can  be  made  on  the  farm.  This  ' 
determination  will  be  based  on  a  per¬ 
sonal  inspection  of  the  farm  and  the 
consideration  of  such  factors  as: 
ductivity  of  the  land;  condition  and  ade¬ 
quacy  of  the  buildings;  approximate 
value  of  the  farm;  approximate  amount 
of  funds  required  for  land  purchase,  re¬ 
financing  or  development;  available  title 
information;  legal  description  and 
boundaries  of  the  farm:  roads,  schools, 
markets,  other  community  facilities;  tax 
rates;  and  adequacy  of  the  water  supply. 

(b)  Development  of  loan  docket  and 
plans.  When  t|ie  Ckiunty  supervisor 
makes  a  preliminary  determination  that 
a  loan  can  be  made,  he  also  will  deter¬ 
mine  if  it  is  a  family-type  or  less  than 
family-type  farm  and  proceed  to  de¬ 
velop  the  loan  docket.  Farm  and  Home 
plans  will  be  prepared  on  Form  PHA- 
14A,  “Long  Time  Farm  and  Home  Plan,” 
when  applicable,  and  Form  FHA-14, 
“Farm  and  Home  Plan.”  The  farm  de¬ 
velopment  plan  will  be  prepared  in  g,c- 
cordance  with  Part  324,  Subpart  B,  of 
this  chapter.  When  the  Farm  and 
Home  Plan(s)  and  the  tentative  draft 
of  the  farm  development  plan  have  been 
completed,  the  County  Supervisor  will 
request  the  services  of  the  appraiser.  If 
it  appears  that  a  loan  cannot  be  made, 
the  County  Supervisor  will  promptly  no¬ 
tify  the  applicant  of  the  specific  reasons 
for  the  decision.  In  case  the  aplicant  is 
dissatisfied  with  the  decision  and  re¬ 
quests  further  consideration,  the  County 
Supervisor  may  ask  the  County  Commit¬ 
tee  to  consider  the  farm  and  give  an 
opinion  regarding  its  suitability  for  a 
Farm  Ownership  loan. 

(Secs.  1.  2.  3.  60  Stat.  1072,  1073.  1074,  as 
amended,  sec,  16,  added  69  Stat.  553,  as 
amended.  Pub.  Law  878,  84tli  Cong.;  7  U.  S.  C. 
1001,  1002,  1003,  1006c) 

§  332.3  County  Committee  certifica¬ 
tion.  The  County  Supervisor  will  ar¬ 
range  for  a  meeting  of  the  County  Ck)m- 
mittee  to  inspect  the  farm,  and  to  make 
the  necessary  determinations  with  re¬ 
spect  to  the  applicant  and  the  farm.  He 
will  make  available  to  the  Committee 
completed  Forms  FHA-596,  “Appraisal 
Report,”  FHA-596B,  ”Map  of  Farm,” 
FHA-643,  “Farm  Development  Plan,” 
and  FHA-14,  “Farm  and  Home  Plan.” 
He  will  also  make  available  Form  FHA- 
14A,  “Long-Time  Farm  and  Home  Plan,” 
for  all  full-time  farmers.  However, 
when  a  loan  is  being  madp  to  an  active 
borrower  for  whom  Farm  and  "Home 
Plans  have  been  developed  in.connection 
with  other  Farmers  Home  Administra¬ 
tion  loans,  existing  Forms  FHA-14  and 
FHA-14A  will  be  revised  to  show  a  cur- 
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rent  financial  statonent  and  significant 
changes  in  the  plan  of  operation. 

(a)  Certification  as  to  applicant.  The 
County  Committee  is  responsible  for  cer¬ 
tifying  as  to  the  eligibility  of  each  ap¬ 
plicant  to  receive  the  benefits  of  Title  I 
of  the  Bankhead-Jones  Farm  Tenant 
Act,  as  amended,  and  that,  in  the  opinion 
of  Jhe  Committee,  the  applicant  by  rea¬ 
son' of  his  character,  ability,  industry, 
and  experience  honestly  will  endeavor 
to,  and  successfully  will,  carry  out  un¬ 
dertakings  and  obligations  required  of 
him  under  a  Farm  Ownership  loan.  The 
Committee  also  will  determine  that 
credit,  sufficient  in  amount  to  finance 
the  needs  of  the  applicant,  is  not  avail¬ 
able  to  him  at  the  rates  (but  not  ex¬ 
ceeding  the  rate.of  5  percent  per  annum) 
and  terms  similar  to  those  prevaihng  in 
the  community  in  or  near  v^ch  the  ap¬ 
plicant  resides  for  loans  of  similar  size 
and  character  from  commercial  banks, 
cooperative  lending  agencies,  or  from 
^ny  other  responsible  source. 

(b)  Certification  as  to  farm.  The 
County Committee  is  responsible  f  or  cer¬ 
tifying  that  the  farm  is  of  such  char¬ 
acter  that  there  is  a  reasonable  likeli¬ 
hood  that  the  making  of  the  loan  will 
carry  out  the  purposes  of  Title  I.,  The 
County  Committee  also  is  responsible 
for  certifying  as  to  the  fair  and  reason¬ 
able  value  'of  the  farm  based  upon  its 
normal  earning  capacity  for  a  family- 
type  farm  or  normal  market  value  for 
a  less  than  family-t3^  farm.  The 
County  Committee’s  certification  as  to 
the  fair  and  reasonable  value  of  the  farm 
should  represent  its  determination  with 
respect  to  the  farm  under  consideration 
after  personally  inspecting  the  farm  and 
reviewing  Form  FHA-596.  Usually,  the 
inspection  of  the  farm  will  be  accom¬ 
plished  by  the  Committee  as  a  group  in 
order  to  obtain  the  benefit  of  group 
discussion. 

(Sec.  2,  60  stat.  1073,  as  amended.  Pub.  Law 
878,  84th  Ctong.;  7  U.  S.  C.  1002) 

§  332.4  Deferred  payments,  (a)  For 
a  direct  Fdrm  Ownership  loan,  the  initial 
payment  may  be  deferred  imtil  the  end 
of  the  second  full  crop  year  from  the 
date  of  the  loan.  Such  payments  may 
be  deferred  only  when  the  Farm  and 
Home  Plan  covering  the  first  full  crop 
year  indicates  that  there  will  be  insuffi¬ 
cient  income  to  meet  a  regular  annual 
installment  on  the  loan  'after  farm 
operating,  family  living,  and  other  essen¬ 
tial  expenses  are  paid  during  the  first  or 
first  and  second  full  crop  years.  Fur¬ 
ther,  in  the  judgment  of  the  loan  ap¬ 
proval  official,  there  must  be  adequate 
evidence  that  income  in  subsequent  years 
will  be  sufficient  to  meet  the  require¬ 
ments  of  the  loan.  The  initial  payment 
must  always  be  more  than  a  nominal 
payment.  Deferred  payments  should  not 
be  used  to  permit  the  accelerated  repay¬ 
ment  of  other  debts,  to  purchase  an  un¬ 
usually  large  amount  of  capital  goods,  or 
to  perform  major  items  of  land  develop¬ 
ment.  Deferment  will  be  justified  oi^ 
when: 

(1)  There  is  a  substantial  reorganiza¬ 
tion  of  the  farming  system,  adequate  re¬ 
turns  from  which  will  be  delayed  for  one 
or  two  full  crop  years;  or 
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(2)  There  is  being  established  a  sys¬ 
tem  of  farming  requiring  substantial  im¬ 
provements  in  land  clearing,  draining, 
leveling,  irrigating,  basic  fertilizing,  and 
seeding,  or  other  land  development  or 
soil  improvement  operations,  adequate 
returns  from  which  will  be  delayed  for 
one  or  two  full  crop  years. 

(b)  For  an  insured  loan,  in  addition 
to  meeting  the  requirements  for  a  direct 
Farm  Ownership  loan,  the  initial  pay¬ 
ment  may  be  .deferred  only  when  the 
lender  has  agreed  to  such  deferment  and 
the  deferment  does  not  violate  State  or 
local  laws  or  regulations  to  which  the ' 
lender  may  be  subject. 

(Sec.  48,  60  Stat.  1070,  as  amended;  7  U.  S.  C. 
1022) 

§  332.5  Second  mortgage  loan.  When 
a  loan  is  to  be  secured  by  a  second  mort¬ 
gage,  the  following  items  will  apply: 

(a)  When  the  County  Supervisor  de¬ 
termines  that  it  is  necessary  in  protec¬ 
tion  of  the  .Government’s  Interest  to 
obtain  an  agreement  from  a  prior  lien¬ 
holder,  Form  FHA-446,  “Agreement  with 
Prior  Lienholder,”  will  be  used  in  ac¬ 
cordance  witl)  the  provisions  of  Part  307, 
Subpart  A,  of  this  chapter. 

(b)  The  applicant  will  be  required  to 
furnish  the  County  Supervisor,  before 
the  docket  is  assembled,  a  copy  of  any 
note  and  mortgage  held  by  the  prior  lien¬ 
holder  so  that  a  proper  determination 
can  be  made  as  to  whether  it  should  be 
refinanced.  In  addition,  the  County 
Supervisor  will  be  furnished  a  current 
statement  from  the  mortgagee  showing 
the  correct  outstanding  principal  balance 
of  the  existing  mortgage  (s) ;  the  amount 
of  any  accrued  interest;  whether  the  ac- 
count(s)  is  (are)  current  or  delinquent; 
and  rate  of  interest,  if  not  shown  in  the 
mortgage.  Tliis  information  will  be  in¬ 
cluded  in  the  docket  for  the  information 
of  the  loan  approval  official.  Any  cost 
incident  to  securing  a  copy  of  a  mortgage 
or  current  statement  will  be  paid  by  the 
apphcqnt. 

(c)  In  states  where  a  prior  mortgage 
holder  may  foreclose  his  mortgage  and 
make  junior  liens  unenforceable  without 
giving  notice  of  foreclosure  to  the  holder 
of  the  junior  lien,  a  junior  lien  on  the 
real  estate  will  be  taken  as  security  for  a 
loan  only  if  the  prior  lienholder  executes 
an  agreement  to  give  the  (]tovemment 
actual  advance  notice  of  foreclosure  or 
assignment  of  the  mortgage.  The  State 
Director,  with  the  advice  of  the  Attorney 
in  Charge,  will  prescribe  an  appropriate 
form  of  notice  agreement  and  will  issue 
a  regulation  regarding  its  use.  The  regu¬ 
lation  will  prescribe  the  minimum  ac¬ 
ceptable  period  of  notice.  If  the  notice 
agreement  is  to  be  recorded,  the  cost  of 
recording  will  be  paid  by  the  borrower. 

(Sec.  3,  60  stat.  1074,  as  amended,  sec.  16, 
added  69  Stat.  553,  as  amended,  Fub.  Law 
878,  84th  Ck)ng.;  7  U.  S.  C.  1003,  1006c) 

§  332.6  Preparation  of  loan  docket 
and  action  by  loan  approval  official. 
(a)  Forms  required  in  loan  processing 
will  be  prepared  and  assembled  in  the 
County  Office.  The  County  Supervisor 
will  assemble  the  loan  docket  when  the 
County  Committee  has  signed  Form 
FHA-491,  “County  Committee  Certifica¬ 
tion  (Farm  Ownership  Loans).”  If  the 
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applicant  Is  a  veteran,  the  loan  docket 
will  include  evidence  of  discharge  or 
release,  and,  if  he  is  a  disabled  veteran, 
also  evidence  showing  the  amount  of  and 
reason  for  his  pension.  The  loan  docket 
will  be  rabmitted  to  the  State  OfBce. 

(b)  Examination  of  loan.  Before  ap¬ 
proving  any  loan,  the  loan  approval  offi¬ 
cial  will  make  a  comprehensive  and  ob¬ 
jective  study  of  the  proposed  loan,  utiliz¬ 
ing  all  available  information  regarding 
the  family,  the  farm,  and  the  plans  of 
operation.  This  study  is  to  determine 
t^  eligibility  of  the  applicant  and  the 
farm  and  the  soimdness  of  the  loan,  and 
to  see  if  the  loan  is  within  prescribed 
limitations.  In  the  case  of  a  loan  where 
the  property  is  subject  to  an  existing 
mortgage,  the  loan  approval  official  must 
determine  whether  the  loan  should  be 
secured  by  a  first  or  second  mortgage. 
If  the  loan  approval  official’s  findings  do 
not  concur  with  the  County  Supervisor’s 
recommendation,  the  docket  will  be  re¬ 
turned  to  the  County  Supervisor  with  his 
comments  and  suggestions  for  rev^ion. 

(c)  Approval  or  disapproval  of  a  loan. 
(1)  If  the  loan  is  approved,  the  loan 
approval  official  will; 

(i)  Indicate  approval  of  the  loan  on 
Form  PHA-476.  “Record  of  Actions." 

(ii)  Sign  Form  FHA-5  for  a  direct  loan 
or  an  insured  loan  when  the  United 
States  as  trustee  for  a  State  Rural  Re¬ 
habilitation  Corporation  is  the  lender. 

(2>  If  the  loan  is  disapproved,  the  loan 
approval  official  will  explain  on  Form 
FHA-476  the  reasons  therefor.  The 
County  Supervisor  will  notify  the  appli¬ 
cant,  giving  the  reasons  for  the  disap¬ 
proval  of  the  loan. 

S  332.7  Requesting  title  service  and 
accepting  option.  When  the  Coimty 
Supervisor  receives  Form  PHA-476  indi¬ 
cating  approval  of  the  loan,  he  will  see 
that  title  service  is  requei^ted  in  accord¬ 
ance  with  Part  307,  Subpart  A,  of  this 
chapter,  and,  where  land  is  being  ac¬ 
quired.  also  see  that  Form  FHA-191. 
“Acceptance  of  Option."  is  com*pleted, 
signed,  and  mailed  to  the  seller;  however, 
in  cohnection  with  acceptance  of  option 
on  a  subdivision  Form  FHA-191A,  “Ac¬ 
ceptance  of  Option  by  Assignee.”  and 
PHA-191B,  “Acceptance  of  Option  by 
Buyer,"  will  be  used,  as  approprm«. 

fi  332.8  Cancellation  of  loan.  Loans 
may  be  cancelled  before  ^oan  closing 
upon  request  of  the  applicant  or  upon 
order  of  the  County  Supervisor  through 
the  use  of  Form  FHA-903,  “Request  for 
Cancellation  of  Loan,"  and  approval*  of 
such  cancellation  by  the  loan  approval 
official.  For  an  insured  loan,  any  checks 
advanced  will  be  returned  promptly  to 
the  lender  with  an  explanatory  letter. 
Interested  parties  will  be  notified  of  the 
cancellation  as ,  provided  in  S  307.7  of 
this  chapter. 

S  332.9  Increase  or  decrease  in 
amount  of  loan.  If  it  becomes  necessary 
that  the  amount  of  the  loan  be  increased 
or  decreased,  the  Coimty  Supervisor  will 
request  that  all  distributed  docket  forms 
be  returned  to  the  County  Office.  The 
loan  docket  will-  be  revised  accordingly 
and  reprocessed. 

S  332.10  Occupancy  of  farms  by  bor¬ 
rowers  acquiring  land.  When  the  ac¬ 


ceptance  of  option  letter  has  been  mailed 
to  the  seller,  the  borrower  will  arrange  . 
with  the  seller,  in  consultation  with  the 
Supervisor,  to  occupy  and  operate  the 
farm  as  soon  as  practicable.  Agreements 
will  be  in  writing  and  cov§r  such  subjects 
as  disposition  of  growing  crops,  rentals, 
payment  of  maintenance  costs,  and  other 
pertinent  points.  The  following  Forms 
will  be  used  for  this  purpose,  as  appro¬ 
priate: 

Form  PHA-189,  "Short-Term  Le^  of 
Optioned  Land". 

Form  PHA-198,  “Short-Term  Lease  (Be- 
t-ween  Purchaser  and  Seller)". 

Form  FHA-129.  “Temporary  Cropping  ’ 
License". 

Form  FHA-199,  "Agreement  (Between 
Seller,  Purchaser,  and  Tenant)”. 

(Sec.  3,  SOBtat.  1074,  sec. *16,  added  69  Stat. 
653;  7  U.  S^C.  1003,  1006c) 

§  332.11  Action  by  State  Office  after 
approval  of  loan — (a)  Insured  loan. 
When  Form  FHA-971,  “Request  for 
Check,”  is  received  from  the  County  Of¬ 
fice,  the  State  Office  will:  •  ^ 

(1)  When  the  name  of  the  lender  is 
known,  enter  the  loan  on  the'^ecords 
maintained  in  the  State  Office.to  control 
the  adlocation  of  loans,  among  lenders, 
attest  the  signature  of  the  County  Super, 
visor  .on  the  original  of  Form  FHA-971, 
and  forward  the  original -of  Form  FHA- 
971  to  the  lender. 

(2)  When  the  National  Office  must 
provide  the  name  of  the  lender,  the  State 
Director  or  other  authorized  State  Office 
official  will  attest  the  signature  of  the 
County  Supervisor  on  the  original  of 
Form  FHA-971  and  submit  the  Form 
FHA-971,  without  the  name  of  the  lender, 
to  the  National  Office.  The  National 
Office  will  select  a  lender  to  make  the 
loan  and  will  forward  the  original  of 
Form*  PHA-971  to  the  lender  selected. 

S  332.12  Actions  subsequent  to  re¬ 
ceipt  of  preliminary  title  evidence  and 
prior  to  loan  closing — (a)  County  Super¬ 
visor.  When  the  preliminary  title  evi¬ 
dence  is  received,  it  will  be  processed  in 
accordance  with  Part  307  Subpart  A,  of 
this  chapter.  When  necessary  curative 
actions  have  been  taken  to  provide  a 
satisfactory  title  and  a  date  has  been 
set  for  loan  closing,  the  County  Super¬ 
visor  wfil  order  the  loan  check.  For  an 
insured  loan,  the  County  Supervisor  will 
request  the  check  by  preparing  Form 
FHA-971  and  submitting  it  to  the  State 
Director.  In  a  case  where  the  seller  is 
to  become  the  lender,  the  amount  of  the 
check  requested  will  be  only  the  amount 
of  cash  he  will  advance.  Whenever  the 
bank  handling  a  supervised  bank  account 
will  require  the  lender’s  personal  check 
to  clear  before  disbursing  funds,  the 
lender  should  be  requested  to  furnish  a 
certified  or  cashier’s  check.  When  suit¬ 
able  arrangements  can  be  made  with 
the  lender,  the  bank  draft  method  may 
be  used  to  obtahi  insured  loan  funds. 
When  a  lender  issues  a  loan  check  pay¬ 
able  jointly  to  the  borrower (s)  and  the 
Farmers  Home  Administration  as  a  pre¬ 
caution  against  loss  of  fimds,  the  County 
Supervisor  is  authorized  to  endorse  the 
check  on  behalf  of  the  Farmers  Home 
Administration  at  the  time  of  loan  clos¬ 
ing  as  follows:  “Endorsed  without  re¬ 
course:  Farmers  Home  Administration, 
By  _ _ _  Title _ ” 


The  Stat^  Director  also  is  authorized  to 
endorse  such  a  check  in  the  same  man¬ 
ner.  Authority  to  endorse  such  checks 
in  no  way  relates  to  or  modifies  the 
regdlations  contained  in  Part  362  of  this 
chapter  regarding  collection  items,  or 
the  endorsement  of  such  items. 

(b)  Designated  attorney.  When  the 
designated  attorney  receives  the  County 
Supervisor’s  comments  on  the  prelim¬ 
inary  title  opinion  and  necessary  waiv¬ 
ers,  he  will  determine  if  a  satisfactory 
title  can  be  obtained.  When  it  is  de¬ 
termined  that  a  satisfactory  title  can 
be  obtained,  he  will  consult  with  \the 
County  Supervisor  as  to  a  suitable  clos¬ 
ing  date.  Closing  documents  will'  be 
prepared  in  accordance  with  Part  307, 
§ubpart  A,  of  this  chapter. 

(c)  Attorney  in  Charge.  When  the 
Attorney  in  Charge  receives  the  prelim¬ 
inary  title  evidence  or  binder  and  any 
other  material  required  in  §  307.3  (d)  or 
§  307.4  (a)  of  this  chapter,  and  deter¬ 
mines  that  title  is  satisfactory  or  that 
satisfactory  title  can  be  obtained,  he  will 
prepare  and  forward  closing  instructions 
to  the  County  Supervisor.  Any  other 
documents  to  be  used  in  connection  with 
loan  closing  also  will  ^  forwarded. 

§  332.13  Loan  closing  actions.  When 
a  loan  closing  date  has  been  agreed 
upon,  the  County  Supervisor  will  notify 
the  borrower  and  seller,  if  any,  of  the 
loan  closing  date.  The  loan  will  be  closed 
with  the  assistance  of  the  designated 
attorney,  or  in  accordance  with  the  clos¬ 
ing  instructions  of  the  Attorney  in 
Charge,  and  the  following  appropriate 
actions  will  be  taken  prior  to^  and  after 
loan  closing: 

(a)  Injured  loan.  When  a  loan  check 
has  been  received  and  the  loan  cannot 
be  closed  on  the  date  set  for  loan  clos¬ 
ing  or  within  21  days  from  the  date  of 
the  check,  it  will  be  returned  to  the 
lender  with  a  request  for  cancellation. 
When  a  loan  check  is  lost  or  destroyed, 
the  County  Supervisor  will  immediately 
notify  the  lender  and,  if  the  borrower 
still  desires  to  close  the  loan,  the  lender 
will  be  requested  to  issue  a  new  check. 
When  a  check  is  returned  and  the  loan 
will  be  closed  at  a  subsequent  date,  an¬ 
other  check  will  be  requested  in  accord¬ 
ance  with  the  provisions  of  §  332.12  (a). 

(b)  Deposit  of  check.  The  loan  check 
will  be  deposited  in  a  supervised  bank 
account,  in  accordance  with  Part  303  of 
this  chapter,  on  the  date  of  loan  closing 
after  it  has  been  determined  that  the 
loan  can  be  closed. 

(c)  Assignment  of  income  from  prop- 
erty  to  be  mortgaged.  Assignments  will 
be  taken  when  income  is  to  be  received 
by  the  borrower  from  royalties,  leases, 
or  -other  existing  agreements  under 
which  the  value  of  the  security  will  be 
depreciated.  Such  assigned  income  will 
be  applied,  as  an  extra  pasrment  on  the 
loan.  When,  the  County  Supervisor 
deems  it,  advisable,  assignments  may 
also  be  taken  for  all  or  a  portion  of  the 
income  derived  from  nondepleting  items 
such  as  bonus  pasrments  or  annual  delay 
rentals.  Such  assigned  income  will  be 
applied  as  a  regular  pasrment.  When  a 
second  mortgage  loan  is  made,  the  writ¬ 
ten  consent  of  the  prior  lienholder  to  the 
assignment  will  be  obtained  either  by  a 
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letter  or  written  approval  by  the  lien¬ 
holder  on  the  assignment  form. 

(1)  In  cases  in  which  income  is  to  be 
received  by  the  borrower  from  a  mineral 
lease  or  other  existing  agreement  per¬ 
taining  to  the  property  at  the  time  of 
purchase,  a  Form  PHA-253,  “Assign¬ 
ment  of  Income  from  Real  Estate  Se¬ 
curity,”  will  be  prepared  and  executed 
by  the  borrower  and  his  wife  at  the  time 
of  loan  closing.  The  original  and  one 
copy  will  be  forwarded  to  the  lessee  with 
the  request  that  the  original  be  signed 
and  returned  to  the  County  Office. 

(2)  If  he  deems  it  advisable,  the 
County  Supervisor,  upon  advice  of  the 
designated  attorney  or  Attorney  in 
Charge,  as  appropriate,  may  require  the 
acknowledgment  and  recordation  of  the 
assignment.  Any  cost  incident  thereto 
will  be  borne  by  the  borrower. 

(d)  Collection  of  appraisal  fee  and 
initial  loan  insurance  charge  for  insured 
loans.  (1)  The  County  Supervisor  will 
collect  a  $20  appraisal  fee  from  each  ap¬ 
plicant  at  the  time  of  loan  closing.  This 
fee  may  be  included  in  the  loan.  Form  < 
FHA-37,  “Receipt  for  Payment,”  will  be 
prepared  for  the  appraisal  fee  pasnnent. 

(2)  The  initial  loan  insurance  charge 
will  be  collected  from  an  insured  loan 
applicant  at  the  time  of  loan  closing. 
The  amount  of  such  charge  will  be  com¬ 
puted  at  the  rate  of  one  percent  of  the 
principal  amount  of  the  loan  for  the 
period  from  the  date  of  loan  closing  to 
the  first  January  1  thereafter.  Such 
charge  must  be  paid  from  the  applicant’s 
personal  funds.  The  amount  of  initial 
loan  insurance  charge  will  be  included 
on  the  same  Form  FHA-37  prepared  for 
the  appraisal  fee  payment.  If  the  first 
installment  on  the  loan,  or  any  portion 
thereof,  is  collected  at  the  time  of  loan 
closing,  it  will  be  entered  as  a  regular 
payment  on  the  same  Form  FHA-37. 

(e)  Preparation  of  note.  The  date  of 
the  note.  Forms  FHA-190,  “Promissory 
Note,”  or  FHA-190A  for  direct  loans  or 
Forms  FHA-240,  “Promissory  Note  (In¬ 
sured  Farm  Ownership  Loan) ,”  or  FHA- 
240A  for  insured  loans,  will  be  the  date 
of  loan  closing. 

(1)  When  determining  the  amount  of 
the  first  installment,  the  County  Super¬ 
visor  will  considdt  the  borrower’s  finan¬ 
cial  circumstances  and  the  extent  to 
which  be  will  receive  income  from  the 
farm  during  the  calendar-year  preceding 
the  date  of  the  first  installment.  The 
amount  of  the  first  installment  may  be 
less  but  not  more  than  a  regular  annual 
installment.  If  the  borrower'  will  not 
receive  income  from  the  farm  during  the 
calendar  year  preceding  the  date  of  the 
first  installment,  a  nominal  first  install¬ 
ment  will  be  sufficient,  unless  the  bor¬ 
rower  desires  to  pay  more. 

(2)  The  regular  amortized  installment 
will  be  the  amount  of  principal  and  in¬ 
terest  which,  if  paid  annually,  will  retire 
the  full  amount  of  the  note  plus  interest 
within  the  amortization  period  of  the 
loan. 

(3)  'When  a  loan  is  closed  between 
December  1  and  January  1,  the  first  in¬ 
stallment  will  be  collected  at  the  time 
of  loan  closing  unless  deferment  is 
approved. 

(4)  The  promissory  note  and  mortgage 
will  be  signed  by  the  borrower  and,  if 


marrl^,  his  wife,  at  the  time  of  loan 
closing.  /  .  ' 

Note:  In  the  States  of  Delaware,  New 
Jersey,  New  York,  and  Pennsylvania,  Forms 
PHA-190A,  “Bond,’*  and  PHA-240A,  “Bond 
(Insured  Farm  Ownership  Loan) are  used  In 
place  of  Forms  FHA-190,  “Promissory  Note,” 
an^  FHA-k240,  “Promissory  Note  (Insured 
Farm  Ownership  Loan),”  respectively. 

(f)  Mortgage  forms.  Real  estate 
mortgage  forms  in  series  FHA-187  will 
be  used  for  direct  loans  and  forms  in 
series  FHA-242  will  be  used  for  insured 
loans. 

(g)  Applicant’s  financial  condition. 
The  County  Supervisor  will  review  with 
the  applicant  the  financial  statement 
which  was  prepared  at  the  time  the 
docket  was  developed.  If  there  have 
been  significant  changes  in  his  financial 
condition,  the  financial  slIRtement  will 
be  revised.  When  an  applicant’s  finan¬ 
cial  condition  has  changed  to  the  extent 
that  it  appears  that  the  loan  would  be 
unsound  or  improper,  the  County  Super¬ 
visor  will  submit  a  revised  loan  docket 

•to  the  loan  approval  official  for  recon¬ 
sideration. 

(h)  Change  in  use  of  funds  planned 
for  refinancing,  (i)  In  cases  where 
funds  are  included  in  the  loan  to  refi¬ 
nance  debts,  the  County  Supervisor  is 
authorized  to  transfer  funds  planned  for 
refinancing  between  debts,  provided  all 
debts  for  which  loan  funds  were  planned 
are  paid  and  the  amount  of  loan  funds 
to  be  used  for  refinancing  does  not  ex¬ 
ceed  the  amount  planned  for  such  pur¬ 
pose;  except  that  the  County  Supervisor 
is  authorized  to  use  funds  planned  for 
other  purposes  to  pay  small  deficiencies  . 
in  estimates  of  the  amount  needed  for 
refinancing,  if  he  determines  that  suffi¬ 
cient  funds  will  remain  available  to 
complete  the  planned  farm  development 
or  land  purchase. 

(2)  When  the  total  amoimt  of -debts 
planned  to  be  paid  have  increased  so 
that  they  cannot  be  met  within  the  au¬ 
thorities  in  subparagraph  (1)  of  this 
paragraph  or  the  applicant  desires  to 
transfer  fimds  to  pay  debts  for  which 
loan  funds  were  not  planned,  a  revised 
loan  docket  will  be  submitted  to  the  loan 
approval  official  for  reconsideration.  If 
the  total  amount  of  the  loan  will  be  in¬ 
creased,  the  docket  will  be  processed  in 
accordance  with  §  332.9. 

(i)  Insurance  endorsement  for  insured 
loan.  The  County  Supervisor  is  author¬ 
ized  to  execute  the  insurance  endorse¬ 
ment  on  the  reverse  of  Form  FHA-240 
or  FHA-240A.  The  State  Director  also 
is  authorized  to  sign  the  insurance  en¬ 
dorsement.  Execution  of  the  insurance 
endorsement  constitutes  the  Govern¬ 
ment’s  insurance  orthe  loan.  If,  for  any 
reason,  it  is  not  possible  for  the  same 
County  Supervisor  who  signed  Form 
F3IA-971  to  sign  the  insurance  endorse¬ 
ment  on  the  Promissory  note,  the  origi¬ 
nal  of  the  completed  note  will  be  sent  to 
the  State  Office  instead  of  directly  to  the 
lender.  In  such  case,  the  State  l^ector, 
or  other  authorized  State  Office  official, 
will  attest  on  the  reverse  of  the  note  the 
signature  of  the  different  County  Super¬ 
visor  before  sending  the  note  to  the 
lender.  This  will  not  be  necessary  when 
a  local  lender  has  no  objection  to  a  differ¬ 
ent  signature  on  the  insurance  endorse¬ 


ment  than  th&t  which  appeared  on  Form 
FHA-971. 

(j)  Obtaining  insurance.  When  there 
are  insurable  buildings  on  the  farm,  the 
County  Supervisor  will  see  that  adequate 
insurance  is  provided,  effective  as  of  the 
time  of  loan  closing,  in  accordance  with 
Part  306  of  this  chapter. 

(k)  Loan  closing.  Loans  will  be  closed 
in  accordance  with  Part  307,  Subpart  A, 
of  this  chapter. 

(l)  Immediately  after  loan  closing, 
the  original  Form  FHA-190  or  a  con¬ 
formed  copy  of  Form  FHA-240  will  be 
sent  to  the  Finance  Office. 

(2)  Immediately  after  loan  closing, 
the  original  Form  FHA-240  will  be  sent 
to  the  lender,  except  that  when  the 
United  States  as  trustee  for  a  State  Rural 
Rehabilitation  Corporation  is  the  lender 
it  will  be  forwarded  to  the  State  Director 
for  safekeeping. 

(3)  When  the  mortgage  is  returned 
by  the  recording  official,  it  will  be  re¬ 
tained  in  the  County  Office. 

(4)  The  original  deed  of  conveyance, 
if  any,  and  conformed  copy  of  the  mort¬ 
gage  will  be  delivered  to  the  borrower. 

(5)  If  the  borrower  secures  an  owner’s 
policy  of  title  insurance,  the  County 
Supervisor  will  deliver  it  to  the  borrower 
as  soon  as  it  is  received  from  the  title 
insurance  company. 

(l)  Effective  time  of  loan  closing.  A 
Farm  Ownership  loan  is  considered 
closed  when  the  mortgage  is  filed  for 
record. 

(m)  Water  stock- certificates.  Water 
stock  certificates  will  be  sent  to  the  State 
Office  for  safekeeping. 

(n)  Abstracts  of  title.  Any  abstract 
of  title  will  be  delivered  to  the  borrower 
for  safekeeping  except  when  an  abstract 
is  secured  from  a  third  party  with  the 
understanding  it  will  be  returned,  such 
abstract  will  be  sent  directly  to  the  third 
party.  The  Coimty  Supervisor  will  ob¬ 
tain  a  receipt  from  the  borrower  at  the 
time  the  abstract  is  delivered  to  him. 
The  receipt  will  be  signed  and  dated  by 
the  borrower  and  the  abstract  will  be 
identified  in^  the  receipt  by  showing  the 
name  of  the  abstractor  who  prepared 
the  abstract,  the  number,  if  any,  assigned 
by  the  abstractor,  and  the  period  covered 
by  the  abstract. 

(R.  S.  161,  sec.  41  (1) ,  60  Stat.  1066,  sec.  4  (c) . 
64  Stat.  100;  5  U.  S.  C.  22.  7  U.  S.  C.  1015  (1) , 
40  U.  S.  C.  442  (c) ) 

Dated:  December  28,  1956. 

[SEAL]  H.  C.  Smith, 

Acting  Administrator, 
Farmers  Home  Administration. 

[F.  R.  Doc.  57-16;  Filed.  Jan.  2.  1957; 
8:47  a.  m.] 


Subchapter  C— Operating  Leant 
[FHA  Instruction  441.3] 

Part  342 — Operating  Loan  Processing 

Part  342,  “Processing,”  Title  6,  Code  of 
Federal  Regulations,  is  revised  to  read  as 
follows: 

Sec. 

342.1  General. 

342.2  Definitions. 

342.3  Loan  forms  and  routines. 

342.4  Review  and  approval  or  rejection. 


RULES  AND  REGULATIONS 


Sec.  *  cover  any  loan(s)  to  be  made  to  t^e  ap« 

842.5  Loan  checks.  pUcant  for  the  crop  year  specified  within 

342.6  loan  closing.  -  .  the 'maximum  amount  of  credit  estab- 

342.7  Revision  In  the  use  of  loan  funds.  i,  ^  j  ^  Iv!  .  ^  rSc 

otx.t  xMsviBiuu  MIC  uec  iuuvio.  lished  by  the  County  Committee.  The 

AxrraoBiTT:  if  342.1  to  342.7  issued  under  date  designated  by  the  County  Commit- 

sec.  41  (1),  60  stat.  1066,  7  u.  s.  c.  1015  (1).  tee  as  the  end  of  the  crop  year  and  the 

maximum  amount  of  credit  will  be  in- 
(c) ,  60  Stat.  1067,  sec.  44,  60  Stat.  1068,  as  gerted  in  the  RDDronriate  <;nacAS 
amended,  sec.  48,  60  Stat.  1070,  as  amended,  appropriaw  spaces, 

sec.  1,  63  Stat.  407,  sec.  1311,  68  Stat.  830;  '3)  In  connection  With  an  application 

7  u.  s.  c.  1007,  1016,  1018,  1022,  31  u.  s.  c.  ^or  a  subsequent  loan,  when  the  County 
712a,  200.  Committee  has  agreed  to  increase  the 

5  3«.l  General.  This  part  sets  forth  assistance  cer- 

the  requirements  emd  procedures  for  the 
preparation  and  execution  of  documents 
and  for  other  routines  in  connection  with 
making  Operating  loans  as  prescribed  in 
Subparts  A  and  B  of  Part  341  in  this 
chapter. 

S  342.2  Definitions,  (a)  Applicant” 

Is  any  individual  who  applies  for^an  Op-  for. 
crating  loan  under  Title  n  of  the  Bank- 
head-Jones  Farm  Tenant  Act,  regardless 
of  whether  he  has  previously  obtained  or 
is  presently  indebted  for  such  a  loan. 

(b)  “Initial  Operating  Loan"  is  an 

Operating  loan  made  to  an  applicant  who  and  Home  Plan. 
is  not  indebted  for  a  loan  made  under  developed  for  all  applicants  for  initial 
Title  n  of  said  act.  loans  who  are  fuU-time  operators  of 

(c)  “Subsequent  Operating  Loan”  is  family-type  farms  except  for  those  whose 

an  Operating  loan  made  to  an  i^plicant  loans  are  scheduled  for  pa3anent  in  full 
who  is  indebted  for  a  loan  made  under  from  the  income  received  from  the  first 
Title  n  of  said  act.  year’s  operations. 

5  342.3  Loan  forms  and  routines-W 

AfpUcaHons  for  loans.  <l)  AppUcants  f*®""  Form  PHA-14  wiU  be  developed 
for  initial  loans  will  execute  Form  PHA-  Operatu^  loans.  , 

197,  "Application  for  PHA  Services.”  ;  ‘f  Appratsa  of  The  fol- 

(2)  AppUcants  for  subsequent  loons  lowlM  infomaUon  wiU  be  obtai^  con- 

wiU  not  be  required  to  execute  Form  “ch  secured  or  uns«^  debt 

PHA-197  but  win  be  required  to  execute  *>?  r^anced:  The  name  of  the  appU- 
Porm  PHA-49.  "CertiflcaUons-Operat-  -  the  imme  of  the  Ue^older  if  any; 
ing  Loans.”  in  accordance  with  para-  the  amount  owing  on  the  debt;  a  descrip- 
graph  <b)  of  this  section.  W  the  flnan- 

cial  statement  executed  by  the  appUcant  ‘hf  indebtedness  is  owed  ^d  the  market 
in  connection  wiUi  his  most  recent  value  of  each;  and  the  to W  value  of  all 
Farmers  Home  Administration  loan  does  Pvo^rty  on  which  the  indebtedness  is 
not  reflect  his  current  financial  situation,  a 

a  new  financial  statement  wiU  be  mode  ’I®"”"  ogreement.  Gmer^,  a 

on  a  Form  PHA-14.  "Farm  and  Home  “Py  5  “'e  le^ 

Plan,”  for  use  by  the  County  Committee  I?**!*®®?*®  f 

In  rtetarmining  the  eiigihtm.y  nf  the  Will  be  Obtained  and  made  a  part  Of  the 

MmUclmt^^  couioiuw  Ot  Uie  docket.  Where  it  is  not  practical 

(3)  H  any  debts  owed  by  the  appUcont  ®  agreement, 

to  the  Farmers  Home  Administration  a  statement  *t^  forth  thoM  tei^  and 
have  been  settled  for  less  than  payment  conditions  of  ^e  agrtein^t  which  are 
in  full,  the  loan  docket  and^any  related  clearly  reflected  in  the  Farm  and 
County  Oflttce  case  files  will  be  submitted  ^  prepared  and  made  a 

to  the  National  Office  for  review  prior  to  7  « a  .. 

approval  of  the  loan.  FHA-31,  •‘Promissory  Note:’ 

(b)  Form  THA-49,  -Certifications—  The  amount  of  each>loan  and  the  sched- 
OperaUng  Loans.”  (1)  The  “AppUcant  payments  thereon  will  be  in  mul- 

Certification,”  on  Form  PHA— 49  will  be  tiples  of  $10.  Not  more  than  four  pay- 
lexecuted  by  each  appUcant  at  the  time  mcRts  on  a  single  note  wiU  be  scheduled 
the  appUcation  for  assistance  for  the  year.  The  time  Umitations  for 

crop  year  is  made.  However,  if  the  payment  schedules  prescribed  in  §  341.9 
County  Committee  has  previously  cerr  Subpart  A,  of  thte  chapter  run  from 

tifled  the  appUcant  as  eUgible  for  loan  date  of  the  loan  check  instead  of 
assistance  for  a  designated  crop  year,  it  from  the  date  of  the  note.  PormFHA— 31 
will  not  be  necessary  for  the  appUcant  ^  dated  as  of  the  date  of  execution 
to  execute  another  certification  on  Form  appUcant.  The  appUcant’s  spouse 

FHA-49  provided  the  loan  assistance  to  be  required  to  exwi^  FHA-31 
be  extended  lx  within  the  maximum 
amount  established  and  the  period  cov- 

^  Committee  mterest  in  the  farm  being  op- 

certmcation.  ....  ,  .  erated  or  in  property  offered  as  security, 

(2)  When  the  appUcant  is  determined  qj.  ^  jg  determined  by  the  State  Director, 
to  be  eUgible,  the  County  Committee  wiU  on  a  state  basis,  that  the  spouse’s  sig- 
execute  the  “County  Committee  Cferti-  nature  wUl  be  required, 
fication,”  on  Form  FHA-49  before  the  (h)  Form  FHA-5,  -Loan  Authoriza- 
loan  is  approved.  This  certification  wiU  tion.”  Form  FHA-5  will  be  prepared  for 


the  total  amount  of  the  loan  as  indicated 
on  Form  PHA-31.  Separate  Forms 
FHA-5  wiU  be  prepared  for  each  loan. 
The  approval  official  wiU  indicate  his 
determination  t|iat  the  appUcant  is  eU¬ 
gible  and  his  approval  of  the  loan  by^ 
signing  and  dating  the  original  in  the 
space  provided. 

(i)  Immediate  and  future  loans.  AU 
of  the  appUcant’s  anticipated  credit 
I  needs  for  the  crop  year  will  be  planted 
•  for  when  Form  FHA-14  is  developed  and, 
tifled  for  the  crop  year  because  such  ordinarily,  aU  of  the  required  loan  docu- 
amount  was  insufficient  to  meet  the  ments  wiU  be  sutoiitted  to  the  Finance 
needs  of  the  borrower,  a  new  Form  FHA-  Office  at  one  time.  Such  documents  may 
49  WiU  be  prepared  and  executed.  provide  for  the  loan  funds  tc  be  disbursed 

(4)  When  the  appUcant  is  determined  in  an  immediate  loan,  or  an  immediate 
to  be  ineligible,  the  County  •  Supervisor  loan  and  one  or  more  future  loans,  or 
WiU  notify  the  appUcant  of  the  County  one  or  more  future  loans  without  an 
Committee'action  and  the  reasons  there-  immediate  loan.  However,  aU  such  loans 

must  be  disbursed  at  least  30  days  apart 

(5)  County  Committee  actions  regard-  and  not  later  than  the  end  of  the  fiscal 

ing  the  eUgibiUty  of  applicants  wiU  be  year  in  which  they  were  approved.  If 
taken  in  Committee  meetings  attended  it  is  not  practical  for  aU  of  the  loans  >to 
by  at  least  two  members.  be  disbursed  by  the  end  of  the  fiscal 

(c)  Form FHA~14A,-Long-Time Farm  year,  additional  loans  may  be  approved 
Form  FHA-14A  wUl  be  •  and  submitted  after  the  beginning  of 
the  succeeding  fiscal  year  to  meet  the 
remainder  of  the  appUcant’s  credit  needs 
fpr  that  crop  year  if  the  loan  funds 
are  then  available.  Subject  to  the  above 
requirements,  additional  loans  also  may 
be  submitted  at  any  time  during  the  crop 
year  to  meet  credit  needs  of  the  appU¬ 
cant  which  could  not  be  anticipated  at 
the  beginning  of  the  crop  year,  provided 
the  need  for  such  credit  is  reflected  on  a 
revisioq  of  Form  FHA-14. 

(1)  When  credit  is  to  be  extended  in 
more  than  one  loan,  a  separate  loan  au¬ 
thorization  and  note  must  be  submitted 
for  each  loan. 

(2)  When  a  loan  Is  approved  for  a 
single  future  disbursement,  the  loan  will 
be  “initial”  Or  “subsequent”  in  accord¬ 
ance  with  §  342.2  (b)  or  (c) ,  whichever  is 
appropriate.  When  loan  assistance  is 
provided  in  more  than  one  loan,  all  such 
loans  wiU  be  shown  as  the  same  type, 
that  is,  either  initial  or  subsequent,  de¬ 
pending  on  the  status^of  the  account  at 
the  time  the  first  such  loan  is  made. 

(j)  Form  FHA-30,-Crop  and  Chattel 
Mortgage.”  The  property  Usted  should 
be  described  accurately  and  adequately. 
The  requirements  for  'the  signatiire  of 
the  appUcant’s  spouse  will  be  as  pre¬ 
scribed  for  Form  FHA-31  in  paragraph 
(g)  of  this  section. 

(k)  Form  FHA-32,  -Subordination 
Agreement.”  When  a  Subordination 
Agreement  is  required.  Form  FHA-32,  or 
other  form  approved  by  the  State  Direc¬ 
tor,  with  the  advice  of  the  Attorney  in 
Charge,  where  Form  FHA-32  is  not 
legally  sufficient,  wiU  he  used.  'The  years 
to  be  covered  by  the  subordination  gen¬ 
erally  WiU  be  for.  the  unexpired  period  of 
the  lease  but  as  a  minimum  wiU  be  for 
the  year  for  which  the  loan  is  made. 

(l)  Form  FHA-80,  -Assignment  of 
Proceeds  from  the  Sale  of  Agricultural 
Products.”  Form  ^’HA-80  or  other  form 
approved  by  the  State  Director,  with  the 
advice  of  the  Attorney  in  Charge,  WiU  be 
used  to  obtain  an  assignment  of  proceeds 
from  the  sale  of  farm,  dairy,  poultry,  or 
other  agricultural  products. 

(m)  Form  FHA-916,  (Form  Letter). 
Form  FHA-916  wiU  be  used  when  it  is 
necessary  to  obtain  both  a  division  of  in- 
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come  and  a  non-disturbance  agreement 
from  prior  lienholders. 

(n)  Form  FHA-933,  "Nomdistufbance 
Agreement:*  Form  FHA-933  will  be  used 
when  it  is  necessary  to  obtain  only  non¬ 
disturbance  agreements  from  creditors 
of  an  applicant  who  are  in  a  position  to 
interfere  with  the  appliaant’s  farming 
operations. 

(o)  Form  FHA-310.  *’ Extension  Agree- 
ment:*  Form  FHA-3 10  will  be  used  when 
it  is  necessary  to  extend  installments  on 
a  borrower’s  note(s)  and  advance  him 
additional  credit  after  the  7-year  con¬ 
tinuous  indebtedness  limitation  has  been 
reached.  Form  FHA-310  Will  be  pre¬ 
pared  for  each  note  on  which  an  install¬ 
ment  (s)  is  extended  in  accordance  with 
the  policies  expressed  in  §  341.12  (c)  of^ 
this  subchapter  and  the  following. 

(1)  Loans  may  be  made  after  the  7- 
year  continuous  indebtedness  limitation 
has  been  reached  only  during-the  period 
for  which  the  borrower’s  existing  note(s) 
has  been  extended.  Therefore,  the  pay¬ 
ment  schedule  on  at  least  one  note  will 
be  extended  when  making  the  first  loan 
after  the  7-year  continuous  indebtedness 
limitation  has  been  reached.  After  the 
exten^on  has  been  processed,  additional 
loans  may  be  made  within  the  extended 
period  without  further  extension.  If  the 
original  extension  was  not  for  the  full 
period  authorized,  and  an  additional  loan 
is  to  be  made  after  the  expiration  of  the 
extended  period,  a  further  extension, 
within  the  maximum  period,  must  be 
approved.  The  extended  period  is  the 
period  between  the  date  ending  the 
period  of  7-year  continuous  indebtedness 
and  th^  latest  due  date  to  which  any 
installment  is  extended.  Extension 
agreements  will  be  entered  into  only  in 
connection  with  the  making  of  additional 
loans. 

(2)  Form  FHA-310  will  be  executed 
by  the  borrower,  the  loan  approval  of¬ 
ficial,  and  by  any  junior  lien  holder(s). 
The  Form  will  be  dated  as  of  the  date  it 
is  executed  by  the  borrower.  ITie  orig¬ 
inal  will  be  transmitted  to  the  Finance 
Office  along  with  Forms  FHA-31  and 
FHA-5. 

(3)  Any '  necessary  actions  will  be 
taken  to  maintain  the  priority  of  the 
Government’s  lien  securing  the  note(s) 
being  extended. 

§  342.4  Review  and  approval  or  re¬ 
jection.  After  the  loan  documents 
have  been  assembled,  the  loan  approval 
official  will  make  the  determinations  re¬ 
quired  in  §  341.13  (a)  or  §  341.33  of  this 
subchapter,  whichever  is  applicable  to 
the  type  of  loan  involved. 

(a)  Approval  of  loans.  If  the  loan  is 
to  be  approved,  the  loan  approval  official 
will  date  and  sign  Form  FHA-5.  In 
cases  in  which  an  Operating  loan  is  be¬ 
ing  made  in  connection  with  the  making 
of  a  Real  Estate  loan  and  one  loan  is 
dependent  on  the  other,  the  loan  ap¬ 
proval  official  may  determine  that  the 
loan  checks  should  be  issued  simultan¬ 
eously  in  order  to  avoid  unnecessary  in¬ 
terest  charges  to  the  applicant.  In 
such  oases,  when  it  is  not  possible  to  re¬ 
quest  the  Farm  Ownership  funds  befoi# 
the  end  of  the  fiscal  year,  it  will  be 
necessary  to  obtain  a  new  note  and  a 
loan  authorization^^  f or  the  Operating 
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loan  which  must  be  approved  after  the 
beginning  of  the  new  fiscal  year.  % 
(b)  Rejection  of  loans.  If  a  loan  is 
rejected,  the  Coimty  Supervisor  will 
notify  the  applicant  of  the  rejection  and 
will  return  to  him  only  the  signed  copy 
of  Form  PHA-31,  tenure  agreements, 
and  ^ny  executed  security  instruments. 

§  342.5  Loan  check  s — (a)  Unde¬ 
livered  checks.  If  for  any  reason  a  loan 
check  cannot  be  delivered  within  21 
days  from  the  date  thereof,  it  will  be 
returned  to  the  Regional  Disbursing 
Office,  United  States  Treasury  Depart¬ 
ment,  716  New  Federal  Building,  St. 
Louis  1,  Missouri.  )yith  a  request  for 
cancellation  or  remailing.  When  a  sub¬ 
stantial  delay  is  likely  to  be  encountered 
in  the  delivery  of  a  loan  check,  ordi¬ 
narily  it  will  be  advisable  to  return  the 
check  for  cancellation  rather  than  re¬ 
mailing  because  interest  accrues  from 
the  date  of  the  loan  check.  In  such 
cases,  a  new  loan  check  can  be  obtained 
at  a  suitable  time  by  submitting  a  new 
loan  authorization  and  note  to  the 
Finance  Office. 

(b)  Lost  or  destroyed  checks.  “V^en 
a  loan  check  is  lost  or  destroyed,  'and 
the  borrower  desires  to  cancel  the  check, 
or  if  a  substitute  check  is  to  be  issued, 
the  County  Supervisor  will  so  advise  the 
Finance  Office  which  will  take  the  neces¬ 
sary  action.  Under  no  circumstances 
will  the  County  Supervispr  process  a  new 
loan  authorization  to  obtain  a  check  to 
replace  one  which  has  been  lost  or 
destroyed. 

§  342.6  Loan  closing — (a)  Check  de¬ 
livery.  Only  bonded  employees  of  the 
Farmers  Home  Administration  will  re¬ 
ceive  and  deliver  loan  checks.  Upon 
receipt  of  a  loan  check,  the  County 
Supervisor  will  notify  the  applicant 
promptly,  indicating  where  and  when  he 
may  expect  delivery  of  the  check,  or  will 
mail  the  check  to  him,  or  when  a  super¬ 
vised  bank  account  is  required  and  the 
depository  bank  does  not  require  the  ap¬ 
plicant’s  endorsement  for  deposit,  he  may 
deposit  the  loan  check  in  the  supervised 
bank  accoimt  and  furnish  the  applicant 
a  copy  of  the  deposit  slip.  If  the  bank 
will  not  accept  the  loan  check  for  deposit 
In  a  supervised  bank  account  without  the 
applicant’s  endorsement,  the  County 
Supervisor  will  retain  the  check  and 
arrange  with  the  applicant  for  a  time 
and  place  for  its  deposit. 

(b)  Form  FHA-87,  ‘‘Report  of  Lien 
Search:*  Form  FHA-87  or  other  form 
providing  substantially  the  same  infor¬ 
mation  will  be  preiMtred. 

(1)  Lien  searches  will  be  obtained  at  a 
time  which  will  assure  that  the  security 
instnunents  filed  or  recorded  give  the 
Government  the  required  security. 

(2)  Except  as  otherwise  provided  in 
this  subparagraph,  applicants  are  re¬ 
quired  to  obtain  and  pay  the  cost  of 
lien  searches.  Coimty  Supervisors  will 
make  inquiries  locally  concerning  the 
available  sources  through  which  satis¬ 
factory  lien  searches  can  be  obtained  at 
nominal  eost  to  applicants.  However, 
applicants  should  select  the  sources 
through  which  lien  searches  are  made. 
The  cost  of  lien  searches  may  be  paid 
from  the  proceeds  of  loan  checks  when 
necessary. 
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(I)  State  Directors  may  afithorize  the 
employees  of  a  particular  County  Office 
unit  to  nmke  lien  searches  wil^out  cost 
to  applicants  when  the  coi^  of  lien 
searches  is  exorbitant,  such  ^rvice  is 
not  available,  or  experience  has  shown 
that  the  service  available  will  cause  im- 
due  delay  in  the  closing  bf  loans  or  make 
it  difficult  to  comply  with  the  provisions 
of  subparagraph  (1)  of  this  paragraph. 

(ii)  County  Office  employees  may  make 
continuation  lien  searches,  when  such 
searches  are  made  as  referred  to  in  the 
last  sentence  of  subparagraph  (1)  of 
this  paragraph;  or  if  such  lien  searches 
are  required,  as  determined  by  the  State 
Director  upon  the  advice  of  the 

Attorney  in  Charge,  in  connection  with 
subsequent  mortgages  taken  to  describe 
additional  chattels  purchased  with  loan 
fimds. 

(c)  Security  documents.  Bonded 
County  Office  employees  are  authorized 
to  execute  and  file  or  record  any  legal 
instruments  necessary  to  obtain  or  pre¬ 
serve  security  for  loans^  This  includes 
mortgages  and  similar  lien  instruments, 
as  weU  as  affidavits,  acknowledgments, 
and  other  certifications,  when  the  mort¬ 
gagee  must  execute  such  instruments 
imder  State  law. 

(d)  Obtaining  security  for  Operat¬ 
ing  loans.  In  cases  in  which  capital 
goods  are  to  be  purchased  and  covered 
by  a  lien,  the  County  Supervisor  will  en¬ 
courage  the  applicant  ^  make  prelim¬ 
inary  arrangements  for  the  purchase  of 
all  such  items  by  the  time  the  initial 
mortgage  is  taken  in  order  to  eliminate 
the  taking  of  additional  mortgages.  The 
taking  of  security  in  closing  loans  will 
be  governed  by  the  following  require¬ 
ments; 

(1)  If  all  of  the  loan  funds  are  de¬ 
posited  in  a  supervised  bank  account, 
the  initial  mortgage  to  secure  the  loan 
will  be  taken  not  later  than  the  date  of 
the  first  withdrawal  of  any  of  the  loan 
funds  from  such  account. 

(2)  If  only  a  part?  or  none  of  the  loan 
funds  are  deposited  in  a  supervised  bank 
account,  the  initial  mortgage  to  secure 
the  loan  will  be  taken  not  later  than  the 
time  of  the  delivery  of  the  loan  check 
to  the  applicant. 

(3)  If ,  at  the  time  the  initial  mortgage 
Is  taken  under  the  requirements  of  sub- 
paragraphs  (1)  or  (2)  of  this  paragraph, 
a  part  of  the  property  which  is  to  serve 
as  security  for  the  loan  is  yet  to  be  pur¬ 
chased,  a  first  lien  will  be  taken  on  such 
property  at  the  time  it  is  purchased,  un¬ 
less  the  after-acquired  property  clause 
in  the  mortgage  gives  the  Government 
a  first  lien  on  such  property. 

(,e)  Executing  and  recording  or  filing. 
Crop  and  chattel  mortgages  must  be 
delivered  or  mailed  to  the  recording  office 
for  recordation  or  filing,  whichever  is 
appropriate,  the  same  day  such  instru¬ 
ments  are  executed  and  delivered  to  the 
Farmers  Home  Administration,  provided 
that  executed  lien  instrum^ts  received 
too  late  in  the  day  to  be  delivered  or 
mailed  to  the  recording  office  on  that  day 
will  be  delivered  or  mailed  not  later  than 
the  next  work  day;  and  in  those  cases  in 
which  lien  instruments  are  taken  before 
delivery  of  the  loan  checks,  such  instru¬ 
ments  will  be  delivered  or  mailed  to  the 


24 


recording  official  for  flUnsr  or  recordiner 
by  the  time  the  loan  check  is  delivered. 

(f)  Fees.  Statutory  fees  for  filing  or 
recording^  mortgages  or  other  legal  in¬ 
struments  and  notary  and  lien  search 
fees  incident  to  ioan  transactions  in  all 
cases  will  be  pa^d  by  the  borrower  from 
personal  funds  or  from  the  proceeds  of 
the  loan. 

(1)  Whenever  cash  is  accepted  by 
Farmers  Home  Administration  personnel 
to  be  used  to  pay  the  filing  or  recording 
fees  for  security  instruments,  or  the  cost 
of  making  lien  searches.  Form  PHA-385, 
‘‘Acknowledgment  of  Pasrment  for  Re¬ 
cording  and  Lien  Search  Fees,”  wiU  be 
executed. 

8  342.7  Revision  in  the  use  of  loan 
funds,  (a)  The  concurrence  of  the  offi¬ 
cial  who  approved  the  loan  involved 
ordinarily  will  be  obtained  before 
changes  are  made  in  the  purposes  for 
which  loan  funds  are  to  be  used.  How¬ 
ever,  minor  changes  involving  only  rela¬ 
tively  nominal  amounts  may  be  approved 
by  the  County  Supervisor  with  respect  to 
loans  approved  by  other  officials,  pro¬ 
vided  adequate  loan  funds  will  be  avail¬ 
able  to  carry  out  the  purposes  of  the 
losm.  In  all  instances,  the  use  made  of 
loan  funds  must  be  in  accord  with  the 
purposes  for  which  Operating  loans  may 
be  made,  and  the  borrower  and  the 
County  Supervisor  must  agree  to  the 
changes. 

(b)  When  changes  are  made  in  Ihe 
use  of  loan  funds,  no  revision  will  be 
made  in  the  payment  schedule  on  Form 
PHA-31.  However,  when  funds  loaned 
for  the  purchase  of  capital  goods  are  to 
be  used  to  meet  operating  expenses,  the 
borrower  must  agree  to  pay  the  funds  so 
used  in  accordance  with  the  payment 
terms  prescribed  in  §  341.9  of  this  sub¬ 
chapter.  Appropriate  changes  with  re¬ 
spect  to  the  payments  will  be  made  in 
Form  FHA-14  and  initialed  by  the 
borrower. 

Dated:  December  28, 1956. 

[seal]  H.  C.  Smith, 

Acting  Administrator, 
Farmers  Home  Administration. 

[P.  R.  Doc.  67-15;  PUed,  Jan.  2,  1957; 

8:47  a.  m.] 


Chapter  IV — Commodity  Stabilization 
Service  and  Commodity  Credit  Cor¬ 
poration,  Department  of  Agriculture 

Swbchopter  D — Regulations  Under  Soil  Bonk  Act 
Part  485>— Son.  Bank 
SuBPART — ^Acreage  Reserve  Program 
REDEMPTION  OF  CERTIFICATES 

The  regulations  governing  the  re¬ 
demption  of  certificates  in  grain  imder 
the  acreage  reserve  program,  21  F.  R. 
6881  and  8131  are  hereby  amended  as 
follows:  • 

Section  485.258  is  amended  to  read 
as  follows: 

» 

§  485.258  When  redemption  may  he 
made.  Certificates  issued  with  respect 
to  any  year’s  crop  shall  be  redeemable  in 
a  grain  only  (a)  after  the  end  of  the 


RULES  AND  REGULATIONS 

I 

normal  harvesting  season  for  that  year’s 
crop  of  such  grain  in  the  area  where  de¬ 
livery  is  desired  or  the  area  where  the 
grain  under  price  support  loan  is  stored, 
and  (b)  before  the  beginning  of  the 
normal  harvesting  season  for  the  suc¬ 
ceeding  year’s  crop  of  such  grain  in  such 
area.  The  normal  harvesting  season 
for  each  area  is  published  in  Appendix  A 
to  these  regulations  (21  F.  R.  8131). 

2.  Appendix  A  to  the  regulations  gov¬ 
erning  the  redemption  of  certificates  in 
grain  under  the  acreage  reserve  program 
(21  F.  R.  8131)  is  amended  by  deleting 
the  parenthetical  statement  at  the  end 
of  the  introductory  paragraph  of  such 
appendix. 

(Sec.  124,  70  Stat.  198) 

Issued  at  Washington,  D.  C.,  this  27th 
day  of  December  1956. 

[SEAL]  E.  L.  Peterson, 

Acting  Secretary. 

(F.  R.  Doc.  57-36;  FUed,  Jaxi.  2,  1957; 

8:52  a.  m.] 


Part  485— Son.  Bank 

SuBPART — Conservation  Reserve 
Program 

harvesting  or  grazing  or  using  stored 

WATER  FROM  CONSERVATION  RESERVE 

Pursuant  to  the  authority  vested  in 
the  Secretary  of  Agriculture  pursuant 
to  the  SoU  Bank  Act  (70  Stat.  188), 
8485.157  (i)  of  the  Conservation  Reserve 
Program  Regulations  issued  August  16, 
1956  (21  F.  R.  6289)  is  hereby  amended 
by  adding  at  the  end  thereof  the 
following: 

(3)  Except  where  1956  is  included  as 
a  part  of  the  contract  period,  such  re¬ 
strictions  on  harvesting  and  grazing 
shall  not  apply  to  harvesting  or  grazing 
prior  to  March  15  of  the  first  year  of  the 
contract  period  of  a  crop  which  matured 
and  normally  would  have  been  harvested 
in  the  preceding  year,  unless  harvesting 
of  the  crop  would  have  been  in  violation 
of  an  acreage  reserve  agreement. 

(Sec.  124,  70  stat.  198) 

Done  at  Washington,  D.  C.,  this  28th 
day  of  December  1956. 

[SEAL]  .E.  L.  Peterson, 

Acting  Secretary. 

[F.  R.  Doc.  57-14;  Filed,  Jan.  2,  1957; 
8:47  a.m.] 


TITLE  7— AGRICULTURE 

Chapter  VIII — Commodity  Stabiliza¬ 
tion  Service  (Sugar),  Department  of 
Agriculture 

Subchapter  B — Sugar  Requirements  and  Quotas 
.  [S\igar  Reg.  814.33] 

Part  814 — ^Allotment  of  Bugar  Quotas 

DOMESTIC  BEET  SUGAR  ARE^  1957 

Basis  and  purpose.  This  allotment 
order  is  issued  under  section  205  (a)  of 
the  Sugar  Act  of  1948,  as  amended  (here¬ 
inafter  called  the  "act”) ,  for  the  purpose 
of  establishing  allotments  of  the  1959 


sugar  quota  for  the  Domestic  Beet  Sugar 
Area  for  the  period  January  1,  1957,  to 
the  date  allotments  of  such  quota  are 
prescribed  for  the  full  calendar  year  1957. 

Omission  of  recommended  decision  and 
effective  date.  The  record  of  the  hearing 
regarding  the  subject  of  this  order  shows 
that  about  1^15,P00  short  tons,  raw 
value,  of  sugar  will  be  held  in  inventory 
by  the  allottees  on  January  1,  1957,’  or 
will  be  produced  by  them  from  the  re¬ 
mainder  of  the  1956-crop  sugar  beets  by 
July  1957.  This  quantity  of  sugar,  along 
with  production  of  sugar  from  the  1957- 
crop  beets  will  result  in  a  supply  of  sugar 
available  for  marketing  in  1957  in  excess 
of  the  1957  quota  that  may  be  expected 
for  the  area.  Thus,  lack  of  continuity  in 
>allotment  of  the  quota  might  lead  to  dis¬ 
orderly  marketing  and  some  interested 
persons  may  be  prevented  from  having 
equitable  opportunities  to  market  sugar 
and  the  interests  of  growers  of  sugar 
beets  might  be  adversely  affected  (R.  5) . 
Inventories  of  sugar  on  January  1,^957, 
together  with  production  in  early  1957 
may  make  it  possible  for  some  allottees 
to  mark^  a  quantity  of  sugar  larger  than 
the  allotments  established  by  this  order. 
It,  therefore,  is  necessary  that  such  allot¬ 
ments,  to  be  effective,  be  in  effect  on  Jan¬ 
uary  1,  1957.  In  view  thereof,  and  since 
this  proceeding  was  Instituted  for  the 
purpose  of  issuing  allotments  to  prevent 
disorderly  marketing  of  sugar  and  to 
afford  all  interested  persons  an  equitable 
opportunity  to  market,  it  is  hereby  found 
that  due  and  timely  execution  of  the 
functions  imposed  upon  the  Secretary 
under  the  act  imperatively  and  unavoid¬ 
ably  requires  omission  of  a  recommended 
decision  in  this  proceeding.  It  is  hereby 
further  found  that  compliance  with  the 
.30-day  effective  date  requirement  of  the 
Administrative  Procedure  Act  (60  Stat. 
237),  is  impracticable  and  contrary  to 
the  public  interest  and,  consequently, 
this  order  shall  be  effective  on  January 
1, 1957. 

Preliminary  statement.  Section  205 
(a)  of  the  act  requires  the  Secretary  to 
allot  a  quota  whenever  he  finds  that  the 
allotment  is  necessary  (1)  to  assure  an 
orderly  and  adequate  flow  of  sugar  or 
liquid  sugar  in  the  channels  of  interstate 
or  foreign  ccmimerce,  (2)  to  prevent  the 
disorderly  marketing  of  jsugar  or  liquid 
sugar,  (3)  to  maintain  a  continuous  and 
stable  supply  of  sugar,  or  (4)  to  afford 
all  interested  persons  equitable  oppor¬ 
tunities  to  market  sugar  within  the  quota 
for  the  area.  Section  205  (a)  also  re¬ 
quires  that  such  allotment  be  made  after 
such  hearing  and  upon  such  notice  as 
the  Secretary  may  by  regulation  pre¬ 
scribe. 

Pursuant  to  the  applicable  rules  of 
practice  and  procedure  (21  F.  R.  4251)  a 
preliminary  finding  was  made  that  al¬ 
lotment  of  the  quota  is  necessary,  and  a 
notice  was  published  on  October  20, 1956 
(21  F.  R.  8087),  of  a  public  hearing  to  be 
held  at  Washington,  D.  C.,  in  Room  2W, 
Administration  Building  of  the  Depart¬ 
ment  of  Agriculture  on  November  1, 
1956,  at  10:00  a.  m.,  e.  s.  t.,  for  the  pur¬ 
pose  of  receiving  evidence  to  enable  the 
Secretary  (1)  to  affirm,  modify  or  revoke 
the  preliminary  finding  of  necessity  for 
allotments,  and  (2)  4o  establish  fair,  ef- 
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ficient  and  equitable  allotments  of  a 
portion  of  the  1957  quota  for  the  Do¬ 
mestic  Beet  Sugar  Area  for  the  period 
January  1,  1957  to  the  date  the  Secre¬ 
tary  prescribes  allotments  of  such  quota 
for  the  calendar  year  1957. 

The  healing  was  held  at  the  place  and 
time  specified  in  the  notice. 

Basis  for  findings  and  conclusions. 
Section  205  (a)  of  the  act  reads  in  per¬ 
tinent  part  as  follows: 

•  *  *  AUotments  shall  be  made'  In  such 
manner  and  in  such  amounts  as  to  provide 
a  fair,  efficient,  and.  equitable  distribution  of 
such  quota  or  {^oration  thereof,  by  taking 
into  consideration  the  processing  of  sugar  or 
liquid  sugar  from  sugar  beets  or  sugarcane  to 
which  proportionate  shares,  determined  pur¬ 
suant  to  the  provisions  of  subsection  (b)  of 
section  302,  pertained;  the  past  marketings  or 
importations  of  each  such  person  and  the 
ability  of  such  person  to  market  or  import 
that  portion  of  such  quota  or  proratidh 
thereof  allotted  to  him  •  •  • 

The  necessity  for  allotment  of  the  1957 , 
sugar  quota  for  the  Domestic  Beet  Sugar 
Area  is  indicated  by  the  fact  that  the 
quantity  of  sugar  in  prospect  for  market¬ 
ing  in  1957  exceeds  the  quota  that  may  be 
established  and  that  in  the  absence  of 
allotments  disorderly  marketing  might 
occur  and  some  interested  persons  may 
be  prevented  frmn  having  equitable  op¬ 
portunities  to  market  sugar  (B.  5). 

Testimony  indicates  that  it  is  desirable 
to  defer  allotment  proceedings  with  re¬ 
spect  to  the  allotment  of  the  full  quota 
for  1957  until  the  level  of  processings 
from  the  1956  beet  crop  will  be  known  or 
can  be  closely  approximated,  but  that 
allotments  of  a  portion  of  the  quota 
should  be  in  effect  January  1,  1957,  be¬ 
cause  inventories  of  sugar  on  January  1, 
1957,  together  with  production  of  sugar 
in  early  1957  may  make  it  possible  for 
some  allottees  to  market  shortly  after 
January  1,  1957,  a  quantity  of  sugar 
larger  than  eventually  may  be  allotted 
to  them  (R.  5,  6). 

To  meet  this  situation  it  was  proposed 
that  allotment  of  1,600,000  short  tons, 
raw  value,  of  the  1957  sugar  quota  for 
the  Domestic  Beet  Sugar  Area  be  estab¬ 
lished  to  be  effective  for  the  period  Jan¬ 
uary  1, 1957,  to  the  date  allotments  of  the 
entire  quota  for  the  calendar  year  are 
established,  by  alloting  1,600,000  short 
tons,  raw  value,  to  the  respective  allottees 
on  the  basis  that  each  allottee’s  allot¬ 
ment  be  the  same  proportion  of  1,600,000 
short  tons,  raw  value,  as  his  allotment 
was  of  the  total  1956  allotments  estab¬ 
lished  in  Sugar  Regulation  814.32, 
Amendment  2,  effective  August  15,  1956 
(21  P.  R.  6083,  R.  6,  Ex.  4) . 

Allotments  established  on  this  basis 
give  effect  to  the  three  factors  cited  in 
section  205  (a)  of  the  act  for  considera¬ 
tion  in  allotting  a  quota  in  the  same 
manner  that  these  factbrs  were  treated 
in  allotting  the  quota  for  1956  and  con¬ 
stitute  a  fair,  efficient  and  equitable  al¬ 
lotment  of  a  portion  of  the  1957  quota  to 
be  in  effect  for  the  early  part  of  the  year 
(R.  7,8).  . 

In  accordance  with  the  hearing  record 
(R.  9)  it  has  been  found  that  the  Holly 
Sugar  Corporation  is  the  successor  of  the 
Garden  City  Company  and  Menominee 


Sugar  Company  is  successor  to  Superior 
Sugar  Refining  Company. 

The  hearing  record  contains  proposals 
(R.  9,  10)  to  include  in  the  order  to 
become  effective  January  1,  1957,  para¬ 
graphs  essentially  the  same  as  para¬ 
graphs  (b)  and  (c)  of  Sugar  Regulation 
814.32  (20  F.  R.  9853),  which  established 
initial  allotments  for  1956,  and  para¬ 
graph  (c)  of  Sugar  Regulation  814.32, 
Amendment  1  (21  F.  R.  2589) .  No  testi¬ 
mony,  proposals  or  arguments  contrary 
to  that  outlined  above  appear  in  the 
hearing  record. 

Findings  and  conclusions.  On  the 
basis  of  the  record  of  the  hearing,  I 
hereby  find  and  conclude  that: 

(1)  For  the  calendar  year  1957  Do¬ 
mestic  Beet  Sugar  processors  will  have 
available  for  marketing  from  1956-crop 
sugar  beets  about  1,515,000  short  tons, 
raw  value,  of  sugar.  This  quantity  of 
sugar,  together  with  production  of  sugar 
from  1957-crop  beets,  will  result  in  a, 
supply  of  sugar  available  for  marketing 
in  1957  sufficiently  in  excess  of  the  anti¬ 
cipated  1957  quota  for  the  Domestic  Beet 
Sugar  Area  to  cause. disorderly  market¬ 
ing  and  prevent  some  interested  persons 
from  having  equitable  opportunities  to 
market  sugar. 

(2)  The  allotment  of  the  1957  Do¬ 
mestic  Beet  Sugar  Area  quota  is  neces¬ 
sary  to  prevent  disorderly  marketings 
and  to  afford  all  interested  persons  equi¬ 
table  opportunities  to  market  sugar  pro¬ 
cessed  from  sugar  beets  produced  in  the 
area. 

(3)  Allotment  of  the  entire  1957  calen¬ 
dar  year  sugar  quota  for  the  Domestic 
Beet  Sugar  Area  should  be  deferred  until 
processings  of  the  1956-crop  sugar  beets 
can  be  known  or  closely  estimated  for  all 
allottees.  However,  it  is  necessary  ^Jiat 
an  allotment  of  such  quota  be  in  effect 
on  January  1,  1957,  in  order  to  avoid 
disorderly  marketing  out  of  sugar  on 
hand  on  that  date  or  to  be  produced 
shortly  thereafter,  and  to  afford  all  in¬ 
terested  persons  equitable  opportunities 
to  market  sugar. 

(4)  The  findings  in  (3) ,  above,  require 
that,  effective  for  the  period  January  1, 
1957,  imtil  the  date  allotments  of  the 
entire  1957  Domestic  Beet  Sugar  Area 
quota  for  the  full  calendar  year  are  pre¬ 
scribed,  1,600,000  short  tons,  raw  value,  of 
the  1957  quota  shall  be  allotted.  Allot¬ 
ments  of  such  quantity  shall  be  estab¬ 
lished  by  allotting  to  each  allottee  the 
same  proportion  of  1,600,000  short  tdns, 
raw  value,  as  his  allotment  was  of  the 
total  1956  allotments  established  by 
Sugar  Regulation  814.32,  Amendment  2, 
effective  August  15,  1956. 

(5)  In  establishing  allotment  of  the 
1957  sugar  quota  for  the  Domestic  Beet 
Sugar  Area  as  found  In  (4) ,  above,  the 
statutory  factors,  “processings  •  •  • 
from  •  •  •  proportionate  shares,** 
“part  marketings’*  and  “ability  to  mar- 

\ket’’  have  been  taken  Into  consideration. 

(6)  The  allotments  of  the  1956  quota 
referred  to  in  (4) ,  above,  are  as  set  forth 
in  the  following  table: 

Allotments 
i  100-pound 
bags  refined 

Processor  beet  stigar) 

Amalgamated  Sugar  Co.,  The _  4, 441, 445 

American  Crystal  Sugar  Co _ _  5,246,511 


Allotments 
(100-pound 
bags  refined 


Processor  beet  sugar) 

Buckeye  Sugars,  Inc _ 167,328 

Franklin  Cotmty  Sugar  Co _ _  .  187, 674 

Garden  City  Co.,  The _ _  197,  074 

Great  Western  Sugar  Co.,  The..  7,409,468 

Holly  Sugar  Corp _ 5,839,306 

Layton  Sugar  Co _ ^ _ _  171,  328 

Menominee  Sugar  Co _ 118,480 

l^chigan.  Sugar  Co _  1,465,416 

Monitor  Sugar  Division  of  Robt.  • 

Gage  Coal  Co _ 606,953 

National  Sugar  Manufacturing 

Co.,  The _ _  82, 105 

Northern  Ohio  Sugar  Co _  452, 097 

Spreckels  Sugar  Co _ _ _  3, 797, 471 

Superior  Sugar  Refining  Co _  89, 380 

Union  Sugar  Division  of  Con¬ 
solidated  Foods  Corp _ _  1, 568, 167 

Ufah-Idaho  Sugar  Co _ 3,403,575 

Any  other  person _ 000 


Total _ _ _  35, 233, 178 


(7)  The  Holly  Sugar  Corporation  shall 
succeed  to  all  interests  of  the  Garden 
City  Company  and  the  Menominee 
Sugar  Company  shall  succeed  to  all  in¬ 
terests  of  Superior  Sugar  Refining  Com¬ 
pany  as  allottees  of  the  1957  sugar  quota 
for  the  Domestic  Beet  Sugar  Area. 

(8)  To  assure  that  the  marketing  of 
sugar  or  liquid  sug^  is  charged  against 
the  proper  allotment,  it  is  necessary  that 
the  order  provide  for  charges  to  allot¬ 
ments  of  processors  who  seU  sugar*  beets, 
or  molasses  derived  from  sugar  beets, 
but  retain  and  process  such  sugar  beets 
or  molasses  into  sugar  or  liquid  sugar  for 
delivery  to  or  for  the  account  of  the 
buyer. 

(9)  TO  facilitate  full  and  effective  use 
of  allotments,  provision  shall  be  made 
in  the  order  for  transfer  of  allotments 
imder  circumstances  of  a  succession  of 
interest. 

(10)  Provision  shall  be  made  in  the 
order  to  restrict  marketings  of  sugar  to 
allotments  established  herein. 

(11)  For  the  period  January  1,  1957, 
imtil  the  date  allotments  of  the  entire 
1957  calendar  year  sugar  quota  for  the 
Domestic  Beet  Sugar  Area  are  prescribed, 
the  allotments  established  in  the  fore¬ 
going  manner  and  in  the  quantities  set 
forth  in  the  order  provide  a  fair,  efficient 
and  equitable  distribution  of  such  quota 
and  meet  the  requirements  of  section  205 
(a)  of  the  act. 

Order.  Pursuant  to  the  authority 
vested  in  the  Secretary  of  Agriculture  by 
section  205  (a)  of  the  act,  it  is  hereby 
ordered: 

§  814.33  Allotment  of  the  1957  sugar 
quota  for  the  Domestic  Beet  Sugar 
Area — (a)  AUotments.  For  the  period 
January  1, 1957,  unUl  the  date  allotments 
of  the  entire  1957  calendar  year  sugar 
quota  for  the  Domestic  Beet  Sugar  Area 
are  prescribed,  1,600,000  short  tons,  raw 
value,  of  the  1957  quota  for  the  Domestic 
Beet  Sugar  Area,  expressed  in  equivalent 
quantity  as  29,906,542  one-hundred 
pound  bags  of  refined  beet  sugar  Is 
hereby  allotted  to  the  following  proces¬ 
sors  in  the  quantities  which  appear  op¬ 
posite  their  respective  names: 
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Allotmentt 
100-pound 
bags,  refined 


Processors  sugar 

Amalgatad  Sugar  Co.,  The......  S.  769,  077 

Amerlcaa  Crystal  Sugar  Co _ _  4,  453. 331 

Buckeye  Sugars,  Inc - -  •  142,031 

Franklin  County  Sugar  Co -  158,  792 

Great  Western  Sugar  Co.,  The..  6,289,287 

Holly  Sugar  Cqrp — _ -  5, 123, 786 

Layton  Sugar  Co _ _  145, 426 

Menominee  Sugar  Co _ _  ,  176,435 

Michigan  Sugar  Co _  1. 243, 871 

Monitor  Sugar  Division  of  Robert 

Gage  Coal  Co _  515. 192 

National  Sugar  Manufacturing 

Co.,  The _  69.  692 

Northern  CHilo  Sugar  Co _  383, 748 

S{N^kel8  Sugar  Co _  3, 223, 360 

Union  Sugar  Division,  Consoli¬ 
dated  Foods  Corp _ _  1. 322,  .600 

Utah-Idaho  Sugar  Co _ _  2,  889, 014 

Any  other  person _  000 

Totel _ ...  29,906,542 


(b)  Marketing  of  sugar  beets  and , 
molasses.  If  sugar  ^ets  or  molasses  de¬ 
rived  from  sugar  beets  are  sold  by  a 
processor  but  retained  and  processed  by 
such  processor  and  the  sugar  or  liquid 
sugar  processed  therefrom  is  delivered 
to  or  for  the  account  of  the  buyer  of  the 
sugar  beets  or  molasses,  the  marketing 
of  such  sugar  or  liquid  sugar  shall,  at 
the  time  such  sugar  or  liquid  sugar  is  so 
delivered,  be  charged  to  the  allotment 
of  the  processor  who  sold  and  processed 

;  such  sugar  beets  or  molasses. 

(c)  Transfer  of  allotment.  The  Di¬ 
rector  of  the  Sugar  Division,  Commodity 
Stabilization  Service,  of  the  Department, 
may,  consistent  with  the  provisions  and 
objectives  of  the  Sugar  Act,  permit 
marketings  to  be  made  by  one  allottee,  or 
other  person,  within  the  allotment  or 
portion  thereof  established  for  another 
allottee  upon  receipt  of  evidence  satis¬ 
factory  to  him  of  a  merger,  consolidation, 
transfer  of  sugar  processing  facilities,  or 
other  action  of  similar  effect  upon  the 
allottees  or  persons  involved,  and  upon 
relinquishment  by  one  of  the  allottees  of 
all  or  a  portion  of  its  allotment. 

(d)  Restrictions  on  shipment  and 
marketing.  For  the  period  January  1, 
1957,  until  the  date  an  allotment  order 
is  issued  allotting  the  entire  1957  calen¬ 
dar  year  sugar  quota  for  the  Domestic 
Beet  Sugar  Area,  each  person  named  in 
paragraph  (a)  of  this  section,  and  any 
other  person  is  hereby  prohibited  from 
marketing  in  interstate  commerce  or  in 
competition  with  sugar  or  liquid  sugar 
shipped,  transported  or  marketed  in  in¬ 
terstate  commerce  or  foreign  commerce, 
any  sugar  or  liquid  sugar  produced  from 
sugar  beets  grown  in  the  Domestic  Beet 
Sugar  Area  in  excess  of  his  allotment  es¬ 
tablished  in  paragraph  (a)  of  this 
section. 

(Sec.  403,  61  Stat.  932;  7  U.  S.  C.  1153.  In¬ 
terprets  or  applies  sec.  205,  209,  61  Stat.  926, 
928;  7  U.  S.  C.  1115, 1119) 

Done  at  Washington,  D.  C.,  this  28th 
day  of  December  1956. 

[seal]  E.  L.  Peterson, 

Acting  Secretary. 

[P.  R.  Doc.  56-10467:  Piled,  Dec.  31,  1956; 

12:36  p.  m.] 


Chapter  IX — Agricultural  Marketing 
Service  (Marketing  Agreements  and 
Orders),  Department  of  Agriculture 

(Navel  Orange  Reg.  98,  Arndt.  1] 

Part  914j-Navel  Oranges  Grown  in  Ari¬ 
zona  AND  Designated  Part  of  Cali¬ 
fornia 

limitation  of  handling 

Findings.  1.  Pursuant  to  the  market¬ 
ing  agreement,  as  amended,  and  Order 
No.  14.  as  amended  (7  CFR  Part  914; 
21  P.  R.  4707),  regulating  the  handling 
of  navel  oranges  grown  in  Arizona  and 
designated  part  of  California,  effective 
September  22,  1953,  under  the  applicable 
provisions  of  the  Agricultural  Market¬ 
ing  Agreement  Act  of  1937,  as  amended 
(7  U.  S.  C.  601  et  seq.;  68  Stat.  906, 1047) , 
and  upon  the  basis  of  the  recommenda¬ 
tion  and  information  submitted  by  the 
Navel  Orange  Administrative  Commit¬ 
tee,  established  under  the  said  amended 
marketing  agreement  and  order,  and 
upon  other  available  information,  it  is 
hereby  found  that  the  limitation  of  han¬ 
dling  of  such  navel  oranges,  as  herein¬ 
after  provided,  will  tend  to  effectuate  the 
declared  pblicy  of  the  act. 

2.  It  is  hereby  further  found  that  it  is 
impracticable  and  contrary  to  the  public 
interest  to  give  preliminary  notice,  en¬ 
gage  in  public  rule-making  procedure, 
and  postpone  the  effective  date  of  this 
amendment  until  30  days  after  publica¬ 
tion  thereof  in  the  Federal  Register  (60 
Stat.  237;  5  U.  S.  C.  1001  et  seq.)  because 
the  time  intervening  between  the  date 
when  information  upon  which  this 
amendment  is  based  became  available 
and  the  time  when  this  amendment  must 
become  effective  in  order  to  effectuate 
the  declared  policy  of  the  act  is  insuffi¬ 
cient,  and  this  amendment  relieves  re¬ 
strictions  on  the  handling  of  Navel 
oranges  grown  in  Arizona  and  designated 
part  of  California. 

Order,  tis  amended.  The  provisions 
in  paragraph  (b)  (1)  (i)  of  §  914.398 
(Navel  Orange  Regulation  98,  21  F.  R. 
10289)  are  hereby  amended  to  read  as 
follows : 

(i)  District  1:  554,400  cartons. 

(Sec.  5,  49  Stat.  753,  as  amended;  7  U.  S.  C. 
608c) 

Dated:  December  28,  1956. 

[SEAL]  S.  R.  Smith, 

Director^  Fruit  and  Vegetable 
Division.  Agricultural  Mar¬ 
keting  Service.  ' 

[P.  R.  Doc.  57-35;  Piled,  Jan.  2,  1957; 

8:52  a.  m.] 


Part  1017 — Onions  Grown  in  Certain 
Designated  Counties  in  Idaho  and 
Malheur  County,  Oregon 


ORDER  REGULATING  HANDLING 

Sec. 

1017.0 

Findings  and  determinations. 

DEFINITIONS 

1017.1 

Secretary. 

1017.2 

Act. 

1017.3 

Person. 

Sec. 

1017.4  Production  area. 

1017.5  Onions.  ' 

1017.6  Handler. 

1017.7  Handle. 

1017.8  “  Grading. 

1017.9  Grade  and  size. 

1017.10  Producer. 

1017.11  Committee. 

101'^.12  Fiscal  period. 

1017.13  Variety  or  varieties.  , 

1017.14  Export. 

1017.16  District. 

1017.16  Pack. 

1017.17  Container. 

COMMITTEE 

1017.20  Establishment  and  membership. 

1017.21  Procedure.  ’ 

1017.22  Selection. 

1017.23  Term  of  office. 

1017.24  Powers. 

1017.25  Duties. 

1017.26  Expenses  and  compensation. 

1017.27  Districts. 

1017.28  Nominations. 

1017.29  Failure  to  nominate. 

1017.30  Vacancies. 

EXPENSES  AND  ASSESSMENTS  '' 

1017.40  Expenses. 

1017.41  Budget. 

1017.42  Assessments. 

1017.43  Accounting. 

1017.44  Refunds. 

RESEARCH  AND  DEVELOPMENT 

1017.47  Research  and  development. 

REGULATION 

1017.50  Marketing  policy. 

1017.51  Recommendation  for  regulations. 

1017.52  Issuance  of  regulations. 

1017.53  Handling  for  specified  purposes. 

1017.54  Minimum  quantities. 

1017.55  Notification  of  regulations. 

1017.56  Safeguards. 

INSPECTION 

1017.60  Inspection  and  certification. 

REPORTS 

1017.65  Reports. 

EFFECTIVE  TIME  AND  TERMINATION 

1017.70  Effective  time. 

1017.71  Termination. 

1017.72  -Proceeding  after  termination. 

1017.73  Effect  of  termination  or  amend-. 

ment. 

MISCELLANEOUS  PROVISIONS 

1017.81  Compliance. 

1017.82  Right  of  the  Secretary. 

1017.83  Duration  of  immunities. 

1017.84  Agents. 

1017.85  Derogation. 

1017.86  Personal  liability. 

1017.87  Separability. 

1017.88  Amendments. 

Authoritt:  §§  1017.0  to  1017.88  issued  un¬ 
der  sec.  5,  49  Stat.  753,  as  amended;  7  U.  S.  C. 
608c. 

I  1017.0  Findings  and  determina¬ 
tions — (a)  Findings  upon  the  basis  of 
the  hearing  record.  Pursuant  to  Public 
Act  No.  10,  73d  Congress  (May  12,  1933), 
as  amended,  and  as  reenacted  and 
amended  by  the  Agricultural  Marketing 
Agreement  Act  of  1937,  as  amended  (48 
Stat.  31,  as  amended;  7  U.  S.  C.  601  et 
seq.;  68  Stat.  906, 1047),  and  the  rules  of 
practice  and  procedure  governing  pro¬ 
ceedings  to  formulate  marke’ting  agree¬ 
ments  and  marketing  orders  (7  CFR  Part 
900) ,  a  public  hearing  was  held  at  Cald¬ 
well,  Idaho,  on  June  20-21,  1956,  upon  a 
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Thursday,  January  3,  1957 
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proposed  marketing  agreement  and  a 
proposed  marketing  order  regulating  the 
handling  of  onions  grown  in  Malheur 
County,  Oregon,  and  in  all  counties  south 
and  southeast  of  the  southern  boundary 
of  Idaho  County  in  the  State  of  Idaho.  . 
Upon  the  basis  of  the  evidence  intro- 
.duced  at  such  hearing,  and  the  record 
thereof,  it  is  found  that: 

(1)  This  order,  and  all  the  terms  and 
conditions  hereof,  will  tend  to  effectuate 
the  declared  policy  of  the  act  with  re¬ 
spect  to  onions  produced  in  the  produc¬ 
tion  area  (i)  by  establishing  and 
maintaining  such  orderly  marketing 
conditions  therefor  as  will  tend  to  estab¬ 
lish,  as  prices  to  the  producers  thereof, 
pLrity  prices,  (ii)  and  by  protecting  the 
interest  of  the  consumer  by  approaching 
the  level  of  prices  which  it  is  declared  in 
the  act  to  be  the  policy  of  Congress  to 
establish  by  a  gradual  correction  of  the 
current  level  of  prices  at  as  rapid  a  rate 
as  the  Secretary  deems  to  be  in  the  pub¬ 
lic  interest  and  feasible  in  view  of  the 
current  consumptive  demand  in  domes¬ 
tic  and  foreign  markets,  and  by  au¬ 
thorizing  no  action  which  has  for  its 
purpose  the  maintenance  of  prices  to 
producers  of  such  onions  above  the  parity 
level,  and  (iii)  by  authorizing  the  estab¬ 
lishment  and  maintenance  of  such  mini¬ 
mum  standards  of  quality  and  maturity, 
and  such  grading  and  inspection  require¬ 
ments  as  may  be  incidental  thereto,  as 
will  tend  to  effectuate  such  orderly  mar¬ 
keting  of  such  onions  as  will  be  in  the 
public  interest; 

-  (2)  This  order  regulates  the  handling 

of  onions  grown  in  the  production  area 
in  the  same  manner  as,  and  is  applicable 
only  to  persons  in  the  respective  classes 
of  industrial  and  commercial  activity 
specified  in,  a  proposed  marketing  agree¬ 
ment  upon  which  a  hearing  has  been 
held; 

(3)  This  order  is  limited  in  applica¬ 
tion  to  the  smallest  regional  production 
area  which  is  practicable,  consistently 
with  carrying  out  the  declared  policy  of 
the  act;  and  the  issuance  of  several 
brders  applicable  to  subdivisions  of  the 
production  area  would  not  effectively 
carry  out  the  declared  policy  of  the  act; 

(4)  This  order  prescribes,  so  far  as 
practicable,  such  different  terms,  appli¬ 
cable  to  different  parts  of  the  production 
area,  as  are  necessary  to  give  due  recog¬ 
nition  to  the  differences  in  the  produc¬ 
tion  and  marketing  of  onions  grown  in 
the  production  area;  and 

(5)  All  handling  of  cwiions  grown  in 
the  production  area  is  in  the  current  of 
interstate  or  foreign  commerce,  or  di¬ 
rectly  burdens,  obstructs,  or  affects  such 
commerce. 

(b)  Determinations.  It  is  hereby  de¬ 
termined  that: 

(1)  Handlers  (excluding  cooperative 
associations  of  producers  who  are  not  en¬ 
gaged  in  processing,  distributing,  or 
shipping  onions  covered  by  this  order) 
of  more  than  50  percent  of  the  volume 
of  onions  covered  by  this  order  have 
signed  a  marketing  agreement  regulat¬ 
ing  the  handling  of  onions  grown  in  the 
production  area,  and 

(2)  The  issuance  of  this  order  Is  ap¬ 
proved  or  favored  (i)  by  at  least  two- 
thir(^  of  the  producers  of  onions  who 
participated  in  a  referendum  held  dur¬ 


ing  the  period  December  10  through  De* 
cember  17,  1956,  and  who,  during  the 
determined  representative  period  (July 
1,  1955,  to  June  30,  1956) ,  have  been  en¬ 
gaged  within  the  production  area  in  the 
production  of  onions  for  market,  and  (ii) 
by  producers  who  participated  in  the 
aforesaid  referendum  who,  during  the 
aforesaid  representative  period,  produced 
for  market  at  least  two-thirds  of  the  ' 
volume  of  such  onions  produced  for 
market  within  the  production  area  speci¬ 
fied  herein  by  all  producers  who  partici¬ 
pated  in  the  said  referendum. 

• 

Order  relative  to  handling.  It  is, 
therefore,  ordered  that  on  and  after  the 
effective  time  thereof,  the  handling  of 
onions  grown  in  Malheur  County,  Ore¬ 
gon,  and  in  all  counties  south  and  south¬ 
east  of  the  southern  boundary  of  Idaho 
County  in  the  State  of  Idaho,  shall  be 
in  conformity  to  and  in  compliance  with 
the  terms  and  conditions  of  this  order; 
and  such  terms  and  conditions  are  as 
follows: 

DEFINITIONS 

§  1017.1  Secretary.  “Secretary” 
means  the  Secretary  of  Agriculture  of 
the  United  States  or  any  oflOcer  or  em¬ 
ployee  of  the  United  States  Department 
of  Agriculture  to  whom  authority  has 
heretofore  been  4ielegated,  or  to  whom 
authority  may  hereafter  be  delegated,  to 
act  in  his  stead. 

§  1017.2  Act.  “Act”  means  Public 
Act  No.  10,  73d  Congress,  as  amended 
and  as  reenacted  and  amended  by  the 
Agricultural  Marketing  Agreement  Act 
-  of  1937,  as  amended  (48  Siat.  31,  as 
amended;  7  U.  S.  C.  601  et  seq.,  68  Stat. 
906,1047). 

§  1017.3  Persons.  “Person”  means  an 
individual,  partnership,  corporation, 
association,  or  any  other  business  unit. 

§  1017.4  Production  area.  “Produc¬ 
tion  area”  means  all  territory  included 
within  the  boundaries  of  the  County  of 
Malheur  in  Oregon,  and  all  counties 
south  and  southeast  of  the  southern 
boundary  of  Idaho  County  in  the  State 
of  Idaho. 

§  1017.5  Onions.  “Onions”  means  all 
varieties  of  onions  grown,  or  which  may 
be  grown,  within  the  production  area. 

§  1017.6  Handler.  “Handler”  is  syn¬ 
onymous  with  “shipper”  and  means  any 
person  (except  a  common  or  contract 
carrier  of  onions  owned  by  another  per¬ 
son)  who  handles  onions. 

•  §  1017.7  Handle.  “Handle”  is  syn¬ 

onymous  with  “ship”  and  means  to  sell 
or  transport  onions,  or  cause  onions  to 
be  sold  or  transported,  within  the  pro¬ 
duction  area  or  between  the  production 
area  and  any  point  outside  thereof.  Ex¬ 
cept  as  otherwise  provided  in  §§  1017.56 
and  1017.65,  this  definition  of  “handle” 
shall  not  be  applicable  to  onions  that  are 
transported  within  the  production  area 
for  grading  or  storing  therein,  or  to 
onions  that  are  transported  or  sold  to 
commercial  dehydrators  for  processing 
by  such  dehydrators  into  dehydrated 
onion  products. 

S  1017.8  Grading.  “Grading”  is  sjni- 
onymous  with  “prepare  for  market”  and 


means  the  sorting  or  separation  of  onions 
Into  grades  and  sizes  for  market  pur¬ 
poses. 

S  1017.9  Grade  and  size.  “Grade” 
means  any  of  the  ofiBcially  established 
grades  of  onions,  and  “size”  means  any 
of  the  officially  established  Sizes  of 
onions,  as  set  forth  in:  ^ 

(a)  The  United  States  Standards  for 
Northern  Grown  Onions  (21  P.  R.  6251), 
or  amendments  thereto,  or  modifications 
thereof,  or  variations  based  thereon;  and 

(b)  Any  other  United  States  Stand¬ 
ards,  or.  State  of  Idaho  or  Oregon  Stand¬ 
ards  for  onions,  or  amendments  thereto, 
or  modifications  thereof,  or  variations 
based  thereon. 

The  term  “size”  also  includes  any  of 
the  sizes  recognized  by  the  onion  trade 
in  the  production  area. 

§  1017.10  Producer.  “Producer” 
means  any  person  engaged  in  the  pro¬ 
duction  of  onions  for  market. 

§  1017.11  Committee.  “Committee” 
means  the  Idaho-Eastern  Oregon  Onion 
Committee  established  pursuant  to 
§  1017.20. 

§  1017.12  Fiscal  period.  “Fiscal  pe¬ 
riod”  means  the  period  beginning  and 
ending  on  the  dates  approved  by  the  Sec¬ 
retary  pursuant  to  recommendations  by 
the  committee. 

§  1017.13  Variety  or  varieties.  “Va¬ 
riety”  or  “varieties”  means  and  includes 
all  classifications  of  onions  according  to 
those  definitive  characteristics  now  or 
hereafter  recognized  by  the  United 
States  Department  of  Agriculture. 

§  1017.14  Export.  “Export”  means 
shipment  of  onions  beyond  the  bound¬ 
aries  of  continental  United  States. 

§  1017.15  District.  “District”  means 
each  of  the  geographical  divisions  of  the 
production  area  initially  established  or 
as  reestablished  pursuant  to  §  1017.27. 

§  1017.16  Pack.  “Pack”  means  a 
quantity  of  onions  in  any  type  of  con¬ 
tainer  and  which  falls  within  specific 
weight  limits  or  within  specific  grade  or 
size  limits,  or  both,  as  may  be  recom¬ 
mended  by  the  committee  and  approved 
by  the  Secretary. 

§  1017.17  Container.  “Container” 
means  a  sack,  box,  bag,  crate,  hamper, 
basket,  carton,  package,  or  any  other 
tsrpe  of  receptacle  used  in  the  packaging, 
transportation,  sale,  shipment  or  other 
handling  of  onions. 

ADMINISTRATIVl  COMMITTEE 

§  1017.20  Establishment  and  member- 
ship,  (a)  The  Idaho-Eastern  Oregon 
Onion  Committee  consisting  of  ten  mem¬ 
bers,  of  whom  six  shall  be  producers 
and  four  shall  be  handlers,  is  hereby 
established.  For  each  member  of  the 
committee  there  shall  be  an  alternate 
who  shall  have  the  same  qualifications  as 
the  member. 

(b)  An  alternate  member  of  the  com¬ 
mittee  shall  act  in  the  place  and  stead 
of  the  member  for  whom  he  is  an  alter¬ 
nate,  during  such  member’s  absence  or 
inability  to  act,  and  shall  perform  other 
duties  as  assigned.  In  the  event  of  the 
death,  removal,  resignation  or  disqualifi- 
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cation  of  a  member,  hia  alternate  shall 
act  for  him  until  a  successor  for  such 
member  is  selected  and  has  qualified. 

S  1017.21  Procedure,  (a)  Seven  mem¬ 
bers  of  the  committee  shall  be  necessary 
to  constitute  a  quorum  and  seven  con¬ 
curring  votes  shall  be  required  to  pass 
any  motion, or  approve  any  committee 
action. 

(b)  The  committee  may  provide  for 
voting  by  telephone,  telegraph,  or  other 
means  of  communication  and  any  such 
vote  shall  be  confirmed  promptly  in 
writing:  Provided,  That  if  an  assembled 
meeting  is  held,  all  votes  shall  be  cast 
in  person. 

S  1017.22  Selection.  TTje  Secretary 
shall  select  the  producer  and  handler 
members  and  alternates  from  the  nomi¬ 
nee  lists  submitted  pursuant  to  this  part 
or  from  among  other  eligible  persons. 

(a)  Each  person  selected  as  a  Commit¬ 
tee  member  or  alternate  to  represent 
producers  shall  be  an  individual  who  is 
a  producer,  or  an  officer  or  employee  of  a 
producer,  in  the  district  for  which 
selected. 

(b)  Each  person  selected  as  a  com¬ 
mittee  member  or  alternate  to  represent 
handlers  shall  be  an  individual  who  is 
a  handler,  or  an  officer  or  employee  of  a 
handler  in  the  portion  of  the  production 
area  for  which  selected. 

(c)  The  Secretary  shall  select  one  pro¬ 
ducer  member  of  the  committee,  and 
alternate,  from  each  of  the  districts 
established,  or  reestablished,  pursuant 
to  §  1017.27.  The  Secretary  shall  also 
select  one  handler  member  of  the  com¬ 
mittee,  and  his  alternate,  from  the  Idaho 
portion  of  the  production  area  and  one 
member  and  his  alternate  from  Malheur 
County,  Oregon,  and  two  handler  mem¬ 
bers,  and  their  respective  alternates, 
from  the  production  area-at-large. 

(d)  Each  person  selected  by  the  Secre¬ 
tary  as  a  committee  member  or  alternate 
shall  qualify  by  filing  a  written  accept¬ 
ance  promptly  with  the  Secretary. 

§  1017.23  Term  of  office,  (a)  The 
term  of  office  of  committee  members  and 
alternates  shall  be  for  two  years  begin¬ 
ning  on  the  first  day  of  June  and  con¬ 
tinuing  through  May  31.  The  terms  of 
office  of  members  and  alternates  shall  be 
60  determined  that  one-half  of  the  total 
committe  membership  shall  terminate 
each  May  31. 

(b)  Committee  members  and  alter¬ 
nates  shall  serve  during  the  term  of 
office  for  which  they  are  selected  and 
have  qualified,  or  during  that  portion 
thereof  beginning  on  the  date  on  which 
they  qualify  during  the  current  term  of 
office  and  continuing  until  the  end 
thereof,  and  imtil  their  successors  are 
selected  and  have  qualified. 

§  1017.24  Powers.  The  committee 
shall  have  the  folowing  powers: 

(a)  To  administer  the .  provisions  of 
this  part  in  accordance  with  its  terms; 

(b)  To  make  rules  and  regulations  to 
effectuate  the  terms  and  provisions  of 
this  part; 

(c)  To  receive,  investigate,  and  report 
to  the  Secretary  complaints  of  violations 
of  the  provisions  of  this  part;  and 

(d)  To  recommend  to  the  Secretary 
amendments  to  this  part. 


!  1017.25  Duties.  It  shall  be  the  duty 
of  the  committee: 

(a)  At  the  beginning  of  each  fiscal 
period,  or  as  soon  thereafter  as  practi¬ 
cable,  to  meet  and  organize,  to  select  a 
chairman  and  such  other  officers  as  may 
be  necessary,  to  select  subcommittees  of 
committee  members,  and  to  adopt  such 
rules  and  regulations  for  the  conduct  of 
its  business  as  it  may  deem  advisable; 

(b)  To  act  as  intermediary  between 
the  Secretary  and  any  producer  or 
handler ; 

(c)  To  furnish  to  the  Secreta^  such 
available  information  as  he  may  request ; 

(d)  To  appoint  such  employees, 
agents,  and  representatives  as  it  may 
deem  necessary  and  to  determine  the 
salaries  and  define  the  duties  of  each 
such  person ; 

(e)  To  investigate,  from  time  to  time, 
and  to  assemble  data  on  the  growing, 
harvesting,  shipping,  and  marketing  con¬ 
ditions  with  respect  to  onions,  and  to 
engage  in  such  research  and  service  ac¬ 
tivities  which  relate  to  the  handling  or 
marketing  of  onions  as  may  be  approved 
by  the  Secretary; 

(f)  To  keep  minutes,  books,  and  rec¬ 
ords  which  clearly  refiect  all  of  the  acts 
and  transactions  of  the  committee  and 
such  minutes,  books,  and  records  shall 
be  subject  to  examination  at  any  time  by 
the  Secretary  or  his  authorized  agent 
or  representative ; 

(g)  To  make  available  to  producers 
and  handlers  the  committee  voting  rec¬ 
ord  on  recommended  regulations  and  on 
other  matters  of  policy; 

(h)  At  the  beginning  of  each  fiscal 
period,  to  submit  to  the  Secretary  a 
budget  of  its  proposed  expenses  for  such 
fiscal  period,  together  with  a  report 
thereon ; 

(i)  To  cause  the  books  of  the  commit¬ 
tee  to  be  audited  by  a  competent  ac¬ 
countant  at  least  once  each  fiscal  period, 
and  at  such  other  time  as  the  committee 
may  deem  necessary  or  as  the  Secretary 
may  request;  and  the  report  of  such 
audit  shall  show  the  receipt  and  expend¬ 
iture  of  funds  collected  pursuant  to  this 
part ;  a  copy  of  each  such  report  shall  be 
furnished  to  the  Secretary  and  a  copy 
of  each  such  report  shall  be  made  avail¬ 
able  at  the  principal  office  of  the  com¬ 
mittee  for  inspection  by  producers  and 
handlers ;  and 

(j)  To  consult,  cooperate,  and  ex¬ 
change  information,  with  other  onion 
marketing  committees  and  other  indi¬ 
viduals  or  agencies  in  connection  with  all 
proper  committee  activities  and  objec¬ 
tives  under  this  subpart. 

§  1017.26  Expenses  and  compensa- 
tion.  Committee  member^  and  alter¬ 
nates  when  acting  on  committee  business 
shall  be  reimbursed  for  reasonable  ex¬ 
penses  necessarily  incurred  by  them  in 
the  performance  of  their  duties  and  in 
the  exercise  of  their  powers  under  this 
part,  and  in  addition,  may  receive  com¬ 
pensation  at  a  rate  to  be  determined  by 
the  committee  and  approved  by  the  Sec¬ 
retary,  not  to  exceed  $10  for  each  day,  or 
portion  thereof,  spent  in  attending  to 
committee  business:  Provided,  That  at 
its  discretion  the  committee  may  request 
the  attendance  of  alternates  at  any  or 
all  meetings,  notwithstanding  the  ex- 
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pected  or  actual  presence  of  the  respec¬ 
tive  members. 

§  1017.27  Districts,  (a)  For  the  pur¬ 
pose  of  selecting  committee  members, 
the  following  districts  of  the  production 
area  are  hereby  initially  established : 

District  No.  1  (Emmett,  Payette,  Weiser 
Area) :  All  territory  within  the  boundaries 
of  Washington,  Payette  and  Gem  Cbimtles, 
in  Idaho. 

District  No.  2  (Oregon  Slope)  t'All  territory 
within  a  boundary  following  the  Snake  River 
northwesterly  from  its  junction  with  the 
Malheur  River,  to  the  west  line  of  Range  46E: 
thence  south  -along  said  west  line  to  the 
south  line  of  Township  17S.  and  thence  east 
along  said  south  line  to  its  junction  with 
the  Malheur  River,  and  thence  northeasterlf 
along  the  Malheur  River  to  the  junction  with 
the  Snake  River,  the  point  of  beginning. 

District  No.  3  (Ontario,  Vale,  Jamieson, 
Brogan) :  All  territory  within  a  boundary 
starting  at  the  junction  of  the  Malheur  River 
with  the  Snake  River  and  extending  south- 
westward  along  the  Malheur  River  to  its 
junction  with  the  south  line  of  Township 
ITS,  E.  W.  M.;  thence  westward  along  this 
line  to  its  junction  with  the  west  line  of 
Range  46E;  thence  north  along  this  line  to 
its  junction  with  the  Snake  River;  thence 
northwest  along  the  Snake  River  to  its  junc¬ 
tion  with  the  north  boundary  of  Malheur 
County;  thence  west  along  the  north  bound¬ 
ary  of  Malheur  County  to  the  west  boundary 
of  the  county;  thence  south  along  the  west 
boundary  of  Malheur  County  to  its  intersec¬ 
tion  with  the  south  line  of  Township  20S; 
thence  east  along  this  line  to  its  junction 
with  the  Hyline  Canal  and  Siphon;  thence 
northeast  along  the  Hyline  Canal  to  its  in¬ 
tersection  with  Highway  20;  thence  east 
along  Highway  20  to  Cairo  Junction;  thence 
south  %  mile  to  the  junction  of  Highway  20 
to  Oregon  Avenue;  thence  -east  along  Oregon 
Avenue  to  its  termination  at  the  Snake 
River;  thence  north  along  the  Snake  River  to 
its  junction  with  the  Malhexir  River,  the 
point  of  beginning. 

District  No.  A  (Nyssa-Adrian) :  All  the  area 
of  Malheur  County,  Oregon,  south  of  District 
No.  3. 

District  No.  5  (Parma,  Wilder,  Nampa,  and 
Notus  Area) :  Canyon  County,  Idaho. 

District  No.  6  (Homedale,  Marsing,  Mere- 
dlan,  Melba,  Mountain  Home,  Glenns  Ferry 
and  Twin  Falls  Area) :  All  counties  in  the , 
Idaho  portion  of  the  production  area  not . 
Included  within  Districts  Nos.  1  and  5. 

(b)  The  Secretary,  upon  the  recom¬ 
mendation  of  the  committee,  may  rees¬ 
tablish  districts  within  the  production 
area  and  may  reapportion  committee 
membership  among  the  various  districts: 
Provided,  That  in  recommending  any 
such  changes  in  districts  or  representa¬ 
tion,  the  committee  shall  give  consider¬ 
ation  to:  (1)  The  relative  importance  of 
pew  producing  sections;  (2)  changes  in 
the  relative  position  of  existing  districts 
with  respect  to  onion  production;  (3) 
the  geographic  location  of  areas  of  pro¬ 
duction  as  they  would  affect  the  efficiency 
of  administering  this  part;  (4)  other  rel¬ 
evant  factors:  Provided,  further.  That 
there  shall  be  no  change  in  the  total 
number  of  committee  members  or  in  the 
total  number  of  districts. 

§  1017.28  Nominations.  Nominations 
from  which  the  Secretary  may  select  the 
members  of  the  Idaho-Eastern  Oregon 
Onion  Committee  and  their  respective 
alternates  may  be  made  in  the  following 
manner: 

(a)  The  committee  shall  hold  or  cause 
to  be  held  prior  to  April  1  of  each  year, 
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after  the  effective  date  of  this  subpart, 
one  or  more  meetings  of  producers  and 
'  of  handlers  in  each  of  the  districts,  or 
portions  of  the  production  area,  in  which 
the  then  current  terms  of  office  will  ex¬ 
pire  the  following  May  31; 

*  (b)  In  arranging  for  such  meetings 

the  committee  may,  if  it  deems  desirable, 
cooperate  with  existing  organizations 
and  agencies  and  may  combine  its  meet¬ 
ings  with  others; 

(c)  Nominations  for  committee  mem- 
(bers  and  alternate  members  shall  be 
supplied  t,o  the  Secretary,  in  such  man¬ 
ner  and  form  as  he  may  prescribe,  not 
later  than  30  days  prior  to  the  end  of 
each  fiscal  period; 

(d)  Only  producers  may  participate  in 
designating  nominees  for  producer  com¬ 
mittee  members  and  their  alternates  and 
only  handlers  may  participate  in  desig¬ 
nating  nominees  for  handler  committee 
members  and  their  alternates; 

(e)  Each  person  who  is  both  a  handler 
and  a  producer  may  vote  either  as  a 
handler  or  as  a  producer  and  may  select 
the  group  in  which  he  will  vote;  and 

(f)  Regardless  of  the  number  of  dis¬ 
tricts  in  which  a  person  produces  or 
handles  onions,  each  such  person  is  en¬ 
titled  to  cast  only  one  vote  on  behalf  of  • 

>  himself,  his  partners,  agents,  ^  subsidi- 
«ries,  affiliates  and ,  representatives,  in 
designating  nomine*es  for  committee 
members  and  alternates.  In  the  event 
a  person  is  a  producer  engaged  in  pro¬ 
ducing  onions  in  more  than  one  district, 
such  person  shall  select  the  district  with¬ 
in  which  he  may  participate  as  aforesaid 
in  designating  nominees.  Similarly,  a 
person  who  is  a  handler  both  in  Malheur 
County,  Oregon,  and  in  the  Idaho  por¬ 
tion  of  the  production  area,  may  select 
either  Malheur  County  or  the  Idaho  por¬ 
tion  of  the  production  area  in  which  to 
cast  his  vote  for  the  applicable  commit¬ 
tee  handler  member  and  alternate. 
Each  such  handler  shall  also  be  entitled 
to  cast  his  vote  for  the  committee  mem¬ 
ber  and  alternate  to  represent  the  pro¬ 
duction  area-at-large.  An  eligible 
voter’s  privilege  of  casting  only  one  vote, 
as  aforesaid,  shall  be  construed  to  per¬ 
mit  such  voter  to  cast  one  vote  for  each 
member  and  alternate  position  to  be 
filled  in  the  respective  district  or  portion 
of  the  production  area,  as  the  case  may 
be,  in  which  he  elects  to  vote. 

§  1017.29  Failure  to  nominate.  If 
nominations  are  not  made  within  the 
time  and  in  the  manner  specified  by  the 
Secretary  pursuant  to  §  1017.28,  the  Sec¬ 
retary  may,  without  regard  to  nomina¬ 
tions,  select  the  committee  members  and 
alternates  on  the  basis  of  the  represen¬ 
tation  provided  for  in  this  subpart. 

§  1017.30  Vacancies.  To  fill  any  va¬ 
cancy  occasioned  by  the  failure  of  any 
person,  selected  as  a  committee  member 
or  alternate,  to  qualify,  or  in  the  event 
of  the  death,  removal,  resignation,  or 
.disqualification  of  any  qualified  member 
or  alternate,  a  successor  for  his  unex¬ 
pired  term  may  be  selected  by  the  Sec¬ 
retary  from  nominations  made  in  the 
manner  specified  in  §  1017.28,  or  the 
Secretary  may  select  such  committee 
member  or  alternate  from  previously 
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imselected  nominees  on  the  current 
nominee  list  from  the  district  or  portion 
of  the  production  area,  as  the  case  may 
be,  that  is  involved,  or  from  other  eligi¬ 
ble  persons.  If  the  names  of  nominees 
to  fill  any  such  vacancy  are  not  made 
available  to  the  Secretary  within  30  days 
after  such  vacancy  occurs,  the  Secretary 
may  fill  such  vacancy  without  regard  to 
nominations,  which  selection  shall  be 
made  on  the  basis  of  the  representation 
provided  for  in  this  subpart. 

'  EXPENSES  AND  ASSESSMENTS 

§  1017.40  Expenses.  The  committee 
is  authorized  to  incur  such  expenses  as 
the  Secretary  may  find  are  reasonable 
and  likely  to  be  incurred  by  it  during 
each  fiscal  period  for  its  maintenance 
and  functioning,  and  for  such  purposes 
as  the  Secretary,  pursuant  to  this  sub¬ 
part,  determines  to  be  appropriate. 
Handlers  shall  share  expenses  upon  the 
basis  of  a  fiscal  period.  Each  handler’s 
share  of  such  expenses  shall  be  propor¬ 
tionate  to  the  ratio  between  the  total 
quantity  of  such  handler’s  onion  ship¬ 
ments  inspected  pursuant  to  this  part 
that  are  handled  by  him  as  the  first  han¬ 
dler  thereof  during  a  fiscal  period,  and 
the  total  quantity  of  such  onions  han¬ 
dled  by  all  handlers  as  first  handlers 
thereof  during  the  same  period. 

§  1017.41  Budget.  At  the  beginning 
of  each  fiscal  period,  and  as  may  be  ne¬ 
cessary  thereafter,  the  committee  shall 
prepare  a  budget  of  estimated  income 
and  expenditures  necessary  for  the  ad¬ 
ministration  of  this  part.  The  committee 
shall  recommend  to  the  Secretary  a  rate 
of  assessment  calculated  to  provide  ade¬ 
quate  funds  to  defray  its  proposed  ex¬ 
penditures.  The  committee  shall  present 
such  budget  promptly  to  the  Secretary 
with  an  accompanying  report  thereon 
showing  the  basis  for  its  calculations  and 
recommended  rate. 

§  1017.42  Assessments,  (a)  The  funds 
to  cover  the  committee’s  expenses  pursu¬ 
ant  to  §  1017.40  shall  be  acquired  by  the 
levying  of  assessments  upon  handlers  as 
provided  in  this  subpart.  Each  handler 
who  handles  onions  as  the  first  handler 
thereof  which  are  inspected  pursuant  to 
this  part  shall  pay  assessments  to  the 
committee  upon  demand,  which  assess¬ 
ments  shall  be  in  payment  of  such 
handler’s  pro  rata  share  of  such  expenses. 

(b)  Assessments  shall  be  levied  upon 
handlers  at;  rates  established  by  the  Sec¬ 
retary.  Such  rates  may  be  established 
upon  the  basis  of  the  committee’s  recom¬ 
mendations  or  other  available  informa¬ 
tion. 

(c)  At  any  time  during  or  subsequent 
to  a  given  fiscal  period,  the  committee 
may  recommend  the  approval  of  an 
amended  budget  and  an- increase  in  the 
rate  of  assessment.  Upon  the  basis  of 
such  recommendation,  or  other  available 
information,  the  Secretary  may  approve 
an  amended  budget  and  increase  the  rate 
of  assessment.  Such  increase  shall  be 
applicable  to  all  onion  shipments  in¬ 
spected  pursuant  to  this  part  during  such 
fiscal  period. 

§  1017.43  Accounting,  (a)  All  funds 
received  by  the  committee  pursuant  to 
the  provisions  of  this  part  shall  be  used 
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solely  for  the  purposes  specified  in  this 
part. 

(b)  The  Secretary  may  at  any  time  re¬ 
quire  the  committee,  its  members  and 
alternates,  employees,  agents,  and  all 
other  persons  to  account  for  all  receipts 
and  disbursements,  funds,  property,  or 
records  for  which  they  are  responsible. 
Whenever  any  person  ceases  to  be  a 
member  or  alternate  of  the  committee, 
he  shall  account  for  all  receipts,  dis¬ 
bursements,  funds,  and  property  (includ¬ 
ing,  but  not  being  limited  to,  books  and 
other  records)  pertaining  to  the  com¬ 
mittee’s  activities  for  which  he  is  re¬ 
sponsible,  and  deliver  all  such  property 
and  funds  in  his  hands  to  such  successor, 
agency,  or  person  as  may  be  designated 
by  the  Secretary,^  and  shall  execute  such 
assignments  and  other  instruments  as 
may  bemecessary  or  appropriate  to  vest 
in  each  such  successor,  agency,  or  person 
as  may  be  designated  by  the  Secretary 
the  -right  to  all  of  such  property  and 
funds  and  all  claims  vested  in  such  per¬ 
son. 

(c)  The  committtee  may  make  recom¬ 
mendations  to  the  Secretary  for  one  or* 
more  of  the  members  thereof,  or  any 
other  person,  to  act  as  a  trustee  for 
holding  records,  funds,  and  any  other 
committee  property  during  periods  of 
suspension  of  this  part,  or  during  any 
periods  when  regulations  are  not  in  ef¬ 
fect;  and,  if  the  Secretary  determines 
such  action  appropriate,  he  may  direct 
that  spch  person  or  persons  shall  so  act 
as  trustee  ot  trustees. 

§  1017.44  Refunds.  At  the  end  of  each 
fiscal  period,  monies  arising  from  the 
excess  of  assessments  collected  over  ex¬ 
penses  shall  be  accouhted  for  as  pro¬ 
vided  in  this  section.  Each  handler 
entitled  to  a  proportionate  refund  of  such 
excess  assessments  at  the  end  of  a  fiscal 
period  shall  be  credited  with  such  refund 
against  the  operations  of  the  following 
fiscal  period  imless  he  demands  payment 
thereof,  in  which  event  such  proportion¬ 
ate  refund  shall  be  paid  to  him.  How¬ 
ever,  the  Secretary,  upon  recommenda¬ 
tion  of  the  committee,  may  determine 
that  it  is  appropriate  for  the  mainte¬ 
nance  and  functioning  of  the  committee 
that  some  of  the  funds  remaining  at  the 
end  of  a  fiscal  period  which  are  in  excess 
of  the  expenses  necessary  for  committee 
operations  during  such  period  may  be 
carried  over  into  following  periods  as  a 
reserve  for  possible  liquidation.  Upon 
approval  by  the  Secretary,  such  reserve 
may  be  used  upon  termination  of  this 
part  to  liquidate  the  affairs  of  the  com¬ 
mittee,  Provided,  That  upon  termination 
of  this  part  any  monies  in  the  reserve 
for  liquidation  which  are  not  required  to 
defray  the  necessary  expenses  of  com¬ 
mittee  liquidation  shall,  to  the|  extent 
practical,  be  returned  upon  a  pro  rata 
basis  to  all  persons  from  whom  such 
funds  were  collected. 

RESEARCH  AND  DEVELOPMENT 

.  §  1017.47  Research  and  development. 
The  committee,  with  the  approval  of  the 
Secret^jT.  .may  provide  for  the  estab¬ 
lishment  of  marketing  research  and  de¬ 
velopment  projects  designed  ta  assist, 
improve,  or  promote  the  marketing,  dis¬ 
tribution,  and  consumption  of  onions. 
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RULES  And  regulations 


HEGTTLATION 

S  1017.50  Marketing  policy — (a)  Prcp- 
aration.  Prior  to  each  marketing  sea¬ 
son  the  committee  shall  consider  and 
prepare  a  proposed  policy  for  the  mar¬ 
keting  of  onions.  In  developing  its 
marketing  policy  the  committee  shall  in¬ 
vestigate  relevant,  supply  and  demand 
conditions  for  onions.  In  such  investiga¬ 
tions  the  committee  shall  give  appro¬ 
priate  consideration  to  the  following: 

(1)  Market  prices  for  onions,  includ¬ 
ing  prices  by  variety,  grade,  size,  and 
quality,  and  by  different  packs; 

(2)  Supply  of  onions  by  grade,  s^e. 
quality,  and  variety,  in  the  production 
area  and  in  other  onion  producing 
sections; 

(3)  The  trend  and  level  of  consumer 
income ; 

(4)  Establishing  and  maintaining  or¬ 
derly  marketing  conditions  for  onions; 

(5)  Orderly  marketing  of  oniom  as 
will  be  in  the  public  interest;  and  * 

(6)  Other  relevant  factors. 

(b)  Reports.  (1)  The  committee  shall 
.submit  a  report  to  the  Secretary  setting 
forth  the  aforesaid  marketing  policy; 
and  the  committee  shall  notify  producers 
and  handlers  of  the  contents  of  such 
report. 

(2)  In  the  event  it  becomes  advisable 
to  shift  from  such  marketing  policy  be¬ 
cause  of  changed  supply  and  demand 
conditions,  the  committee  shall  prepare 
an  amended  or  revised  marketing  policy 
in  accordance  with  the  manner  TJrevi- 
ously  outlined.  The  committee  shall  sub¬ 
mit  a  report  thereon  to  the  Secretary 
and  notify  producers* and  handlers  of 
the  contents  of  such  report  on  the  re¬ 
vised  or  amended  marketing  policy. 

§  1017.51  Recommendations  for  regu¬ 
lations.  The  committee  Shall  recom¬ 
mend  regulations  to  the  Secretary  when¬ 
ever  It  finds  that  such  regulations  as 
provided  in  §  1017.52  will  tend  to  effectu¬ 
ate  the  declared  policy  of  the  act.  The 
committee  also  may  recommend  modi¬ 
fication,  suspension,  or  termination  of 
any  regulation,  or  amendments  thereto, 
in  order  to  facilitate  the  handling  of 
onions  for  the  purposes  authorized  in 
§  1017.53.  The  committee  may  also 
recommend  amendment,  modification, 
termination,  or  suspension  of  any  regu¬ 
lation  issued  under  this  part. 

§  1017.52  Issuance  of  regulations,  (a) 
Except  as  otherwise  provided  in  this  part, 
the  Secretary  shall  limit  the  shipment 
of  onions  by  any  one  or  more  of  the 
methods  hereinafter  set  forth  whenever 
he  finds  from  the  recommendations  and 
information  submitted  by  the  committee, 
or  from  other  available  information,  that 
such  regulation  would  tend  to  effectuate 
the  declared  policy  of  the  act.  Such 
limitation  may: 

(1)  Regulate  in  any  or  all  portions  of 
the  production  area,  the  handling  of 
particular  grades,  sizes,  or  qualities  of 
any  or  all  varieties  of  onions,  or  combina-. 
tions  thereof,  during  any  period  or 
periods; 

(2)  Regulate  the  handling.of  {larticu- 
lar  grades,  sizes,  or  qualities,  of  onions 
differently,  for  different  varieties,  for 
different  portions  of  the  production  area, 
for  different  packs,  or  for  any  combina¬ 


tion  of  the  foregoing,  during  any  period 
or  periods; 

(3)  Provide  a  method,  through  jules 
and  regulations  issued  pursuant  to  this 
part,  for  fixing  the  size,  capacity,  weight, 
dimensions,  or  pack  of  the  container,  or 
containers,  which  may  be  used  in  the 
packaging  or  handling  of  onions; 

(4)  Regulate  the  handling  of  onions 
by  establishing,  in  terms  of  grades,  sizes, 
or  both,  minimum  standards  of  quality 
and  maturity ;  or 

(5)  Limit  the  shipment  of  the  total 
quantity  of  onions  by  prohibiting  the 
handling  thereof  during  a  specified  pe¬ 
riod  or  periods.-  No  regulation  issued 
pursuant  to  this  subparagraph  shall  be 
effective  for  more  than  96  consecutive 
hours:  Provided.  That  not  less  than  72 
consecutive  hours  shall  elapse  between 
the  termination  of  any  such  period  of 
prohibition  and  the  beginning  of  the 
next  such  period. 

(b)  In  the  event  the  handling  of  on¬ 
ions  is  regulated  pursuant  to  paragraph 
(a)  (5)  of  this  section,  no  handler  shall 
handle  any  onions  which  were  prepared 
for  market  or  loaded  during  the  effective 
period  of  such  regulation.  However, 
during  any  such  period,  no  such  regula¬ 
tion  shall  be  deemed  to  limit  the  right 
of  any  person  to  sell  or  contract  to  sell 
onions  for  future  shipment  or  delivery. 

(c)  The  Secretary  may  amend  any 
regulation  issued  imder  this  part  when¬ 
ever  he  finds  that  such  amendment 
would  tend  to  effectuate  the  declared 
policy  of  the  act.  The  Secretary  may 
also  terminate  or  suspend  any  regula¬ 
tion  or  amendment  thereof  whenever  he 
finds  that  such  regulation  or  amendment 
obstructs  or  no  longer  tends  to  effectuate 
the  declared  policy  of  the  act. 

§  1017.53  Handling  for  specified  pur¬ 
poses.  Upon  the  basis  of  recommenda¬ 
tions  and  information  submitted  by  the 
committee,  or  other  available  informa¬ 
tion,  the  Secretary  shall  issue  special 
regulations,  or  modify,  suspend,  or  termi¬ 
nate  requirements  in  effect  pursuant  to 
§§  1017.42,  ;017.52,  1017.60,  or  any  com¬ 
bination  thereof,  in  order  to  facilitate 
the  handling  of  onions  for  the  following 
purposes  whenever  he  finds  that  to  do 
so  will  tend  to  effectuate  the  declared 
policy  of  the  act: 

(a)  "Shipments  of  onions  for  export; 

(b)  Shipments  of  onions  for  relief  or 
to  charitable  institutions; 

(c)  Shipments  of  onions  for  livestock 

feed ;  ' 

(d)  Shipments  of  onions  for  planting; 
and 

(e)  Shipments  of  onions  for  other 
purposes  which  may  be  specified. 

§  1017.54  Minimum  quantities.  The 
committee,  with  the  approval  of  the  Sec¬ 
retary,  may  establish  minimum  quanti¬ 
ties  below  which  onion  shipments  will  be 
free  from  the  requirements  in,  or  pur¬ 
suant  to,  §§  1017.42,  1017.52,  1017.53. 
1017.60,  or  any  combination  thereof. 

§  1017.55  Notification  of  regulations. 
The  S^retary  shall  notify  the  committee 
of  each  regulation  issued,  and  of  each 
amendment,  modification,  suspension,  or 
termination  thereof.  The  committee 


shall  give  reasonable  notice  thereof  to 
handlers. 

§  1017.56  Safeguards,  (a)  The  com¬ 
mittee,  with  the  approval  of  the  Secre¬ 
tary,  may  prescribe  adequate  safeguards 
to  prevent  onions  shipped, 

(1)  Pursuant  to  §  1017.53  or  §  1017.54; 
or 

(2)  To  commercial  dehydrators  for 
processing  by  such  dehydrators  into 
dehydrated  onion  products, 

from  entering  channels  of  trade  for  other 
than  the  purpose  authorized  tlverefor. 

(b)  The  committee,  with  the  approval 
of  the  Secretary,  may  also  prescribe  rules 
and  regulations  governing  the  issuance, 
and  the  contents,  of  Certificates  of  Privi¬ 
lege  if  such  certificates  are  prescribed  as 
safeguards  by  the  committee.  Such  safe¬ 
guards  may  include  requirements  that: 

(1)  Handlers  shall  first  file  applica¬ 
tions  with  the  committee  to  ship  such 
onions; 

(2)  Handlers  shall  obtain  inspection 
provided  by  §  1017.60,  or  pay  the  pro 
rata  share  of  expenses  provided  by 
§  1017.42,  or  both,  in  connection  with 
such  onions;  and 

(3)  Handlers  shall  obtain  Certificates 

•of  Privilege  from  the  committee  prior 
to  effecting  the  particular  onion  ship¬ 
ment.  .  * 

(c)  The  committee  may  rescind  any 
Certificate  of  Privilege,  or  refuse  to  issue 
any  Certificate  of  Privilege  to  any  han¬ 
dler  if  proof  is  obtained  that  onions 
shipped  by  him  for  the  purposes  stated 
in  the  Certificate,  of  Privilege  were  han¬ 
dled  contrary  to  the  provisions  of  this 
part. 

(d)  The  Secretary  shall  have  the  right 
to  modify,  change,  alter,  or  rescind  any 
safeguards  prescribed  and  any  certifi¬ 
cates  issued  by  the  committee  pursuant 
to  the  provisions  of  this  section. 

(e)  The  committee  shall  make  reports 
to  the  Secretary,  as  requested,  showing 
the  number  of  applications  for  such  cer¬ 
tificates,  the  quantity  of  onions  covered 
by  such  applications,  the  number  of  such 
applications  denied  and  certificates 
granted,  the  quantity  of  onions  handled 
imder  duly  issued  certificates,  and  such 
other  infprmation  as  may  be  requested. 

INSPECTION 

§  1017.60  Inspection  and  certification. 
(a)  During  any  period  in  which  ship¬ 
ments  of  onions  are  regulated  pursuit 
to  this  subpart,  no  handler  shall  hanme 
onions  unless  such  onions  are  inspected 
by  an  authorized  representative  of  the 
Federal-State  Inspection  Service,  or  such 
other  inspection  service  as  the  Secretary 
shall  designate  and  are  covered  by  a 
valid  inspection  certificate,  except  when 
relieved  from  such  requirements  pursu¬ 
ant  to  §§  1017.53,  1017.54,  or  both. 

(b)  Regrading,  resorting,  or  repacking 
any  lot  of  onions  shall  invalidate  prior 
inspection  certificates  insofar  as  the  re¬ 
quirements  of  this  section  are  concerned. 
No  handler  shall  ship  onions  after  they 
have  been  regraded,  resorted,  repacked 
'  or  in  any  other  way  further  prepared  for 
market,  unless  such  onions  are  inspected 
by  an  authorized  representative  of  the 
Federal-State  Inspection  Service,  or 
such  other  inspection  service  as  the 
Secretary  shall  designate. 


FEDERAL  REGISTER 


31 


Thursday »  January  3,  1957 

(c)  Upon  recommendation  of  the  com¬ 
mittee,  and  approval  of  the  Secretary, 
all  onions  that  are  required  to  be  in¬ 
spected  and  certified  in  accordance  with 
this  section,  shall  be  identified  by  appro¬ 
priate  seals,  stamps,  tags,  or  other 
identification  to  be  furnished  by  the 
committee  and  affixed  to  the  containers 
by  the  handler  under  the  direction  and 
supervision  of  the  Federal-State,  or  Fed¬ 
eral  inspector,  or  the  committee.  Master 
containers  may  bear  the  identification 
instead  of  the  individual  containers 
within  said  jnaster  container. 

(d)  Insofar  as  the  requirements  of 
this  section  are  concerned,  the  length  of 
time  for  which  an  inspection  certificate 
is  valid  may  be  established  by  the  com¬ 
mittee  with  the  approval  of  the  Secre¬ 
tary. 

(e)  When  onions  are  inspected  in 
accordance  with  the  requirements  of  this 
section,  a  copy  of  each  inspection  cer¬ 
tificate  issued  shall  be  made  available 
to  the  committee  by  the  inspection  serv¬ 
ice. 

REPORTS 

§  1017.65  Reports.  Upon  request  of 
the  committee,  made  with  the  approval 
of  the  Secretary,  each  handler  shall 
furnish  to  the  committee,  in  such  man¬ 
ner  and  at  such  time  as  it  may  prescribe, 
such  reports  and  other  information  as 
may  be  necessary  for  the  committee  to 
perform  its  duties  under  this  part. 

(a)  Such  reports  may  include,  but  are 
not  necessarily  limited  to,  the  following: 
(1)  The  quantities  of  onions  received  by 
a  handler;  (2)  the  quantities  disposed  of 
by  him,  segregated  as  to  the  respective 
quantities  subject  to  regulation  and  not 
subject  to  regulation;  (3)  the  date  of 
each  such  disposition  and  the  identifica¬ 
tion  of  the  carrier  transporting  such 
onions;  and  (4)  identification  of  the  in¬ 
spection  certificates  relating  to  the  on¬ 
ions  which  were  handled  pursuant  to 
§§  1017.53  and  1017.54. 

(b)  All  such  reports  shall  be  held  un¬ 
der  appropriate  protective  classification 
and  custody  by  the  committee,  or  duly 
appointed  employees  thereof,  so  that  the 
information  contained  therein  which 
may  adversely  affect  the  competitive 
position  of  any  handler  in  relation  to 
other  handlers  will  not  be  disclosed. 
Compilations  of  general  reports  from 
data  submitted  by  handlers  is  authorized, 
subject  to  the  prohibition  of  disclosure 
of  individual  handler’s  identities  or 
operations. 

(c)  Each  handler  shall  maintain  for 
at  least  two  succeeding  years  such  rec¬ 
ords  of  the  onions  received,  and  of  on¬ 
ions  disposed  of,  by  such  handler  as  may 
be  necessary  to  verify  the  reports  he 
submits  to  the  committee  pursuant  to 
this  section. 

EFFECTIVE  TIME  AND  TERMINATION 

§  1017.70  Effective  time.  The  provi¬ 
sions  of  this  subpart,  or  any  amendment 
thereto,  shall  become  effective  at  such 
time  as  the  Secretary  may  declare  and 
shall  continue  in  force,  until  terminated 
in  one  of  the  ways  specified  in  this  sub¬ 
part. 

S  1017.71  Termination,  (a)  The  Sec¬ 
retary  may  at  any  time  terminate  the 


provisions  of  this  subpart  by  giving  at 
least  one  day’s  notice  by  means  of  a 
press  release  or  in  any  other  manner 
which  he  may  determine. 

(b)  The  Secretary  may  terminate  or 
suspend  the  operations  of  any  or  all  of 
the  provisions  of  this  subpart  whenever 
he  finds  that  such  provisions  do  not  tend 
to  effectuate  the  declared  policy  of  the 
act. 

(c)  The  Secretary  shall  terminate  the 
provisions  of  this  subpart  at  the  end  of 
any  fiscal  period  whenever  he  finds  that 
such  termination  is  favored  by  a  major¬ 
ity  of  producers  who,  during  a  represent¬ 
ative  period,  have  been  engaged  in  the 
production  for  market  of  onions:  Pro¬ 
vided,  That  such  majority  has,  during 
such  representative  period,  produced  for 
market  more  than  fifty  percent  of  the 
volume  of  such  onions  produced  for  mar¬ 
ket,  but  such  termination  shall  be  effec¬ 
tive  only  if  announced  on  or  before  May 
31  of  the  then  current  fiscal  period. 

(d)  The  provisions  of  this  subpart 
shall,  in  any  event,  terminate  whenever 
the  provisions  of  the  act  authorizing 
them  cease  to  be  in  effect. 

§  1017.72  Proceeding  after  termina¬ 
tion.  (a)  Upon  the  termination  of  the 
provisions  of  this  subpart,  the  then  func¬ 
tioning  members  of  the  committee  shall 
continue  as  joint  trustees,  for  the  purpose 
of  liquidating  the  affairs  of  the  commit¬ 
tee,  of  all  the  funds  and  property  then 
in  the  possession,  or  under  control,  of  the 
committee,  including  claims  for  any 
funds  unpaid  and  property  not  delivered 
at  the  time  of  such  termination.  Action 
by  said  trusteeship  shall  require  the  con-  ’ 
currence  of  a  majority  of  the  said 
trustees. 

(b)  The  said  trustees  shall  continue  in 
such  capacity  until  discharged  by  the 
Secretary;  shall,  from  time  to  time,  ac¬ 
count  for  all  receipts  and  disbursements 
and  deliver  all  property  on  hand,  to¬ 
gether  with  all  books  and  records  of  the 
committee  and  of  the  trustees,  to  such 
person  as  the  Secretary  may  direct;  and 
shall,  upon  request  of  the  Secretary, 
execute  such  assignments  or  other  in¬ 
struments  necessary  or  appropriate  to 
vest  in  such  person  full  title  and  right  to 
all  of  the  funds,  property,  and  claims 
vested  in  the  committee  or  the  trustees 
pursuant  to  this  subpart. 

(c)  Any  person  to  whom  funds,  prop¬ 
erty,  or  claims  have  been  transferred  or 
delivered  by  the  committee  or  its  mem¬ 
bers  pursuant  to  this  section,  shall  be 
subject  to  the  same  obligations  imposed 
upon  the  members  of  the  committee  and 
upon  the  said  trustees.  * 

§  1017.73  Effect  of  termination  or 
amendment.  Unless  otherwise  expressly 
provided  by  the  Secretary,  the  termina¬ 
tion  of  this  subpart  or  of  any  regulation 
issued  pursuant  to  this  subpart,  or  the 
issuance  of  any  amendment  to  either 
thereof,  shall  not  (a)  affect  or  waive  any 
right,  duty,  obligation,  or  liability  which 
shall  have  arisen  or  which  may  there¬ 
after  arise  in  connection  with  any  pro¬ 
vision  of  this  subpart  or  of  any  regiilation 
issued  imder  this  subpart;  (b)  release  or 
extinguish  any  violation  of  this  subpart 
or  of  any  regulations  issued  under  this 
subpart;  or  (c)  affect  or  impair  any 


rights  or  remedies  of  the  Secretary  or  of 
any  other  person  with  respect  to  any 
such  violations. 

MISCELLANEOUS  PROVISIONS 

§  1017.81  Compliance.  No  handler 
shall  handle  onions  the  handling  of 
which  has  been  prohibited  or  otherwise 
limited  by  the  Secretary  in  accordance 
with  provisions  of  this  part;  and  no 
handler  shall  handle  onions  except  in 
conformity  to  the  provisions  of  this  part. 

§  1017.82  Right  of  the  Secretary.  The 
members  of  the  committee  (including 
successors  and  alternates)  and  any  agent 
or  employee  appointed  or  employed  hy 
the  committee  shall  be  subject  to  re¬ 
moval  or  suspension  by  the  Secretary  at 
any  time.  Each  and  every  order,  regu¬ 
lation,  decision,  determination,  or  other 
act  of  the  committee  shall  be  subject  to 
the  continuing  right  of  the  Secretary  to 
disapprove  of  the  same  at  any  time. 
Upon  such  disapproval,  the  disapproved 
action  of  the  said  committee  shall  be 
deemed  null  and  void  except  as  to  acts 
done  in  reliance  thereon  or  in  compliance 
therewith  prior  to  such  disapproval  by 
the  Secretary. 

§  1017.83  Duration  of  immunities. 
The  benefits,  privileges,  and  immunities 
conferred  upon  any  person  by  virtue  of 
this  subpart  shall  cease  upon  the  termi¬ 
nation  of  this  subpart,  except  with  re¬ 
spect  to  acts  done  under  and  during  the 
existence  of  this  subpart. 

§  1017.84  Agents.  The  Secretary  may, 
by  designation  in  writing,  name  any 
person,  including  any  oflBcer  or  employee 
of  the  Government,  or  name  any  agency 
in  the  United  States  Departinent  of  Agri¬ 
culture,  to  act  as  his  agent  or  representa¬ 
tive  in  connection  with  any  of  the  pro¬ 
visions  of  this  part. 

§  1017.85  Derogation.  Nothing  con¬ 
tained  in  this  subpart  is.  or  shall  be 
construed  to  be,  in  derogation  or  in 
modification  of  the  rights  of  the  Secre¬ 
tary  or  of  the  United  States  to  exercise 
any  powers  granted  by  the  act  or  other¬ 
wise,  or,  in  accordance  with  such  powers, 
to  act  in  the  premises  whenever  such 
action  is  deemed  advisable. 

§  1017.86  Personal  liability.  No  mem¬ 
ber  or  alternate  of  the  committee  nor 
any  empioyee  or  agent  thereof,  shall  be 
held  personally  responsible,  either  in¬ 
dividually  or  jointly  with  others,  in  any 
way  whatsoever,  to  any  handler  or  to  any 
person  for  errors  in  judgment,  mistakes, 
or  other  acts,  either  of  commission  or 
omission,  as  such  member',  alternate,  em¬ 
ployee,  or  agent,  except  for  acts  of  dis¬ 
honesty.  wilful  misconduct,  or  gross 
negligence.  v 

§  1017.87  Separability.  11  any  pro¬ 
vision  of  this  subpart  is  declared  invalid, 
or  the  applicability  thereof  to  any  per¬ 
son,  circumstance,  or  thing  is  held  in¬ 
valid,  the  validity  of  the>remainder  of  this 
subpart,  or  the  applicability  thereof  to 
any  other  person,  circumstance,  or 
.thing,  shall  not  be  affected  thereby. 

S  1017.88  Amendments.  Amendments 
to  this  subpart  may  be  proposed,  from 
time  to  time,  by  the  committee  or  by  the 
Secretary. 
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Issued  at  Washington.  D.  C.,  this  28th 
day  of  December  1956,  to  become  effec¬ 
tive  February  4, 1957. 

[SEAL]  K  Ii.  Peterson, 

Acting  Secretary, 

[P.  R.  Doc.  67-13;  PUed,  Jan.  2.  1957; 
8:47  a.  m.] 


TITLE  21 — FOOD  AND  DRUGS 

Chapter  I — Food  and  Drug  Adminis¬ 
tration,  Department  of  Health,  Edu¬ 
cation,  and  Welfare 

'  Swbchaptar  B— ^ood  and  Food  Products 

Part  120 — ^Tolerances  and  Exemptions 
From  Tolerances  for  Pesticide  C?hem- 
ICALS  IN  OR  ON  RAW  AGRICULTURAL  COM¬ 
MODITIES 

tolerances  for  residues  op  SODIUM  2,2- 

DICHLOROPROPIONATE 

Petitions  were  filed  with  the  Pood  and 
Drug  Administration  requesting  the 
establishment  of  tolerances  for  residues 
of  sodium  2,2-dichloropropionate  as  2,2- 
dichloropropionic  acid  in  or  on  sugar 
beets  and  cottonseed. 

The  Secretary  of  Agriculture  has  certi¬ 
fied  that  this  pesticide  chemical  is  useful 
for  the  purposes  for  which  tolerances  are 
being  established. 

After  consideration  of  the  data  sub¬ 
mitted  in  the  petition  and  other  relevant 
material  which  show  that  the  tolerances 
established  in  this  order  will  protect  the 
public  health,  and  by  virtue  of  the  au¬ 
thority  vested  in  the  Secretary  of  Health. 
Education,  and  Welfare  by  the  Federal 
Food,  Drug,  and  Cosmetic  Act. (sec.  408 
(d)  (2),  68  Stat.  512;  21  U.  S.  C.  346a 
(d)  (2) )  and  delegated  to  the  Commis¬ 
sioner  of  Food  and  Drugs  by  the  Secre¬ 
tary  (21  c:fR  120.7  (g) ) ,  the  regulations 
for  tolerances  for  pesticide  chemicals  in 
or  on  raw  agricultural  commodities  (21 
-  CFR  Part  120)  are  amended  by  adding 
the  following  new  section: 

§  120.149  Tolerances  for  residues  of 
sodium  2,2-dichloropropionate.  (a)  A 
tolerance  of  35  parts  per  million  is  estab¬ 
lished  for  residues  of  2.2-dichloropro- 
pionate  as  2.2-dichloropropionic  acid  in 
or  on  cottonseed. 

(b)  A  tolerance  of  5  parts  per  million 
is  established  for  residues  of  sodium  2,2- 
dichloropropionate  as  2,2-dichloropro- 
pionic  acid  in  or  sugar  beets  and  sugar 
beet  tops. 

Any  person  who  will  be  adversely  af¬ 
fected  by  the  foregoing  order  may.  at 
any  time  prior  to  the  thirtieth  day  from 
‘  the  effective  date  thereof,  file  with  the 
Hearing  Clerk.  Department  of  Health, 
Education,  and  Welfare,  Room  5440,  330 
Independence  Avenue  SW.,  Washington 
25,  D.  C.,  written  objections  thereto. 
Objections  shall  show  wherein  the  per¬ 
son  filing  will  be  adversely  affected  by 
this  order,  specify  with  particularity 
the  provisions  of  the  order  deemed  ob¬ 
jectionable  and  reasonable  grounds  fcH: 
the  objections,  and  request  a  public  hear¬ 
ing  upon  the  objections.  Objections 
may  be  accompanied  by  a  memorandum 
or  brief  in  support  thereof.  All  docu¬ 
ments  shall  be  filed  in  quintuplicate. ' 


Effective  date.  This  order  shall  be  ef¬ 
fective  upon  publication  in  the  Federal 
Register. 

(Sec.  701,  52  Stat.  1055,  as  amended;  21  U.  S.  C. 
371.  Interprets  or  applies  sec.  408,  68  Stat. 
511;  21  U.  S.  C.  346a) 

Dated:  December  27, 1956. 

[SEAL]  Geo.  P.  Larrick, 

Commissioner  of  Food  and  Drugs. 

[P.  R.  Doc.  67-20;  Piled,  Jan.  2,  1957; 

8:48  a.m.]  - 


TITLE  32A— NATIONAL  DEFENSE, 
APPENDIX 

Chapter  VI — Business  and  Defense 

Services  Administration,  Depart¬ 
ment  of  Commerce 

[BDSA  Order  M-5A  (Pormerly  NPA  Order 

M-5A),  Arndt.  1  of  December  31.  1956] 

M-5A — Aluminum 

AMENDMENT  OF  SECTIONS  5  AND  9  (a) 

This  amendment  is  found  necessary 
and  appropriate  to  promote  the  national 
defense  and  is  issued  pursuant  to  the 
Defense  Production  Act  of  1950,  as 
amended.  In  the  formulation  of  this 
amendment,  there  has  been  consulta¬ 
tion  with  industry  representatives,  in¬ 
cluding  tra^e  association  representatives, 
and  consideration  has  been  given  to  their 
recommendations. 

BDSA  Order  M-5A  (formerly  NPA  Or¬ 
der  M-5A)  dated  May  6,  1953,  is  hereby 
amended  as  follows: 

1.  Section  5  Is  amended  to  read  as  follows: 

Sec.  5.  Opening  oj  order  hooks.  Each  pro¬ 
ducer  of  aluminum  shall  open  his  order  books 
for  the  purp>ose  of  accepting  authorized  con¬ 
trolled  material  orders  no  later  than  105  days 
prior  to  the  first  day  of  each  calendar  quarter 
for  which,  such  orders  are  valid  pursuant  to 
DMS  Regulation  No.  1.  An  aluminum  pro¬ 
ducer  may  open  his  order  books  for  the  pur¬ 
pose  of  accepting  authorized  controlled  ma¬ 
terial  orders  for  any  calendar  quarter  as  long 
in  advance  of  such  105 -day  period  as  he  may 
choose,  but  after  his  order  books  are  open 
he  shall  accept  all  such  orders  as  provided  In 
this  order  and  In  applicable  DMS  regulations: 
Provided,  however.  That  the  acceptance  by 
an  alumlniun  controlled  materials  producer 
of  an  authorized  controlled  material  order 
or  orders  directly  from  the  Department  of 
Defense  or  the  Atomic  Ekiergy  Commission 
prior  to  the  date  such  producer  opens  his 
order  books  shall  not  effect  an  opening  of  his 
books  so  as  to  require  acceptance  of  other 
orders  for  controlled  materials. 

2.  Paragraph  (a)  of  section  9  Is  amended  to 
read  as  follows: 

(a)  As  soon  as  practicable  after  December 
31.  1956,  BDSA  will  notify  each  primary  pro¬ 
ducer,  Independent  fabricator,  and  secondary 
smelter  of  the  maximum  aggregate  quantities 
of  aluminum,  by  form  and  shape,  for  the 
shipment  of  which  during  any  calendar 
month,  he  must  accept  authorized  controlled 
material  orders  tendered  to  him  prior  to  the 
commencement  of  “lead  time,”  unless  such 
maximum  quantities  are  thereafter  modified 
by  BDSA  order,  regulation,  or  directive. 
.  These  quantities  will  be  determined  by  BDSA 
on  the  basis  of  each  primary  producer’s,  In¬ 
dependent  fabricator’s,  or  secondary  smelter’s 
total  shipments  of  each  form  and  shape  of 
alumln\im  during  the  first  6  calendar  months 
of  1956,  or  such  subsequent  period  as  BDSA 


may  determine,  and  the  total  anticipated 
defense  requirements  from  time  tp  time  for 
alumlniun  of  each  form  and  shape. 

(Sec.  704,  64  Stat.  816,  as  amended;  sec.  1, 
P.  L.  632,  84th  Cong..  70  Stat.  408;  50  U.  S.  C. 
App.  2154) 

This  amendment  shall  take  effect  De¬ 
cember  31, 1956. 

Business  and  Defense 
Services  Administration, 
H.  B.  McCoy, 

Administrator, 

IP.  R.  Doc.  56-10629;  PUed,  Dec.  31,  1956; 
1:04  p.  m.] 


TITLE  33~NAVIGATION  ANa 
NAVIGABLE  WATERS 

Chapter  II — Corps  of  Engineers,  ' 
Department  of  the  Army 

Part  203 — Bridge  Regulations 

ST.  jbHNS  RIVER,  FLA. 

Pursuant  to  the  provisions  of  section  5 
of  the  River  and  Harbor  Act  of  August 
18,  1894  (28  Stat.  362;  33  U.  S.  C.  499), 
§  203.430  governing  the  operation  of  the 
State  Road  Department  of  Florida  bridge 
across  St.  Johns  River  between  Riverside 
Viaduct  and  Miami  Road,  Jacksonville, 
Florida,  is  hereby  amended  prescribing 
regulations  to  govern  the  operation  of 
the  State  Road  Department  of  Florida 
bridge  across  St.  Johns  River  at  Main 
Street,  Jacksonville,  Florida,  as  follows: 

§  203.430  St.  Johns  River,  Fla.;  Main 
Street  and  Acosta  bridges,  Jacksonville. 
(a)  Between  7:30  a.  m.  and  9:00  a.  m., 
and  between  4:30  p.  m.  and  6:00  p.  m., 
on  all  days  other  than  Sundays  and  legal 
holidays,  the  draws  need  not  be  opened 
for  the  passage  of  vessels:  Provided,  That 
the  draws  shall  be  be  opened  at  any  time 
for  the  passage  of  a  vessel  in  an  emer¬ 
gency  involving  danger  of  life  or  prop¬ 
erty,  which  shall  be  indicated  by  four 
blasts  of  a  whistle,  horn,  or  megaphone. 

(b)  In  all  other  respects,  the  regula¬ 
tions  contained  in  §  203.240  of  this  part 
shall  govern  the  operation  of  these 
bridges. 

[Regs.,  December  19,  1956,  823.01  (St.  Johns 
River,  Pla.) — ENGWO]  (Sec.  6.  28  Stat.  362; 
33  U.  S.  C.  499) 

[SEAL]  Herbert  M.  Jones, 

Major  General,  U.  S.  Army, 
Acting  The  Adjutant  General. 

[P.  R.  Doc.  67-6;  PUed,  ^  Jan.  2,  1957; 

8:45  a.  m.] ' 


TITLE  39— POSTAL  SERVICE 

Chapter  I — Post  Office  Department 

Part  16 — Bulk  Mailings 

SECOND  AND  THIRD  CLASS  MATTER 

The  proposed  amendments  to  Part  16, 
respecting  bulk  mailings  of  second  and 
third  class  matter,  published  at  page 
9064  of  the  November  21,  1956,  issue  of 
the  Federal  Register  (21  F.  R.  9064), 
are  hereby  adopted  as  regulations  of  the 
Post  Office  Department,  without  change, 
as  set  forth  below. 


Thursday,  January  3,  1957 


FEDERAL  REGISTER 


(R.  s.  161,  396.  as  amended;  secs.  5,  6,  18  more  than  five  copies  remaining  for  dis- 
stat.  232,  233,  as  amended,  sec.  203,  62  stat.  patch  through  any  postal  concentration 
1262,  ®  center,  they  must  be  wrapped  in  pack- 

39  u.  s.  c.  283,  285,  290  a^i,  291b)  ^  bundles  and  labeled  for 

[SEAL]  Abe  McGregor  Goff,  the  center. 

General  Counsel.  (iii)  Direct  sacks.  When  there  are  a 
1  sufiBcient  number  of  packages  and  bun- 

\  f ^  APO,  or  Navy  or  Marine 

Rescind  D^Snt  paragraph  (c)  •  and  address  to  fill  approximately  one- 

1.  Rescina present parapapn  1C  1 ,  ana  ^  ^  direct. sack  must  be 

redesignate  paragraph  (d)  as  paragraph  Direct  sacks  will  not  be  opened 

_  at  postal  concentration  centers.  The 

2.  Amend  para^aph  (c)  (4),  as  re-  should  be  labeled  in  the  following 

designated,  to  read  as  follows:  form* 

(4)  Copies  for  same  post  office  or  (show  appropriate  postal  concentration 
state — (i)  Direct  packages.  When  there  ~  f  center) 

are  more  than  five  individually  addressed  PCC  San  Francisco,  Calif, 

copies  of  a  publication  for  subscribers  at  (Show  military  address) 

the  same  post  oflBce,  they  must  be  afo  165 

securely  wrapped  in  packages  or  tied  in  From  The  Recorder,  New  York,  N.  Y. 

bundles  and  labeled  for  the  post  office.  (jy)  Mixed  sacks.  When  the  quantity 

The  twine  and  paper  used  must  be  strong  jg  insufficient  for  a  direct  sack  and  there 
enough  for  the  weight  and  size  of  Jihe  enough  bundles  or  packages  for  dis- 
package  or  bundle.  patch  through  one  postal  concentration 

(11)  State  packages,  -^ter  all  post  center  to  fill  approximately  one-half  of 
office  directs  have  been  made  there  are  ^  sack,  make  up  a  sack  for  that  center 
more  than  five  copies  remamiiy  for  any  ^nd  label  in  the  following  form: 
one  State,  they  must  be  wrapped  in  pack¬ 
ages  or  tied  in  bundles  and  labeled  for  (Show  appropriate  postal  concentration 
the  State.  •  _  center) 

(iii)  Direct  sacks.  When  there  are  .  . 

sufficient  packages  and  bundles  for  one  apomail^ 

post  office  to  fill  a  sack  approximately  Prom  The  Recorder.  New  York,  N.T. 
one-third  full,  they  must  be  placed  in  a 

direct  sack,  or  sacks,  for  that  post  office.  4.  Add  new  subparagraph  (6)  to  re- 
Direct  sacks  should  be  labeled  in  the  designated  paragraph  (c)  to  read  as 
following  form :  follows : 

Philadelphia,  Pa. 

From  Progress,  Boston.  Mass.  ^ 

(iv)  State  sacks.  When  the  quantity  j 
is  insufficient  for  direct  sacks  and  there  , 
are  enough  bundles  or  packages  for  one 
State  to  fill  a  sack  approximately  one-, 
third  full,  they  must  be  placed  in  a  State 
sack  and  labeled  to  the  proper  distri¬ 
bution  point  for  that  State.  See  §  16.2 
(d) .  State  sacks  should  be  labeled  in  the 
following  form: 

Cincinnati,  Ohio,  Terminal 
Virginia 

From  The  Sketch,  St.  Louis,  Mo. 

(V)  Mixed  sacks.  Publications  for 
which  there  are  insufficient  copies  to 
justify  direct  city  and  State  sacks  should 
be  made  up  in  sacks  labeled  in  the  fol¬ 
lowing  form: 

Mixed  States 
From  Fair,  Chicago,  Ill. 

(vi)  Maximum  weight  in  a  sack.  The 
total  weight  of  publications  placed  in  one 
sack  must  not  exceed  100  pounds.  * 

(vii)  Labels  furnished  by  postmaster. 

Where  sack  la^ls  are  furnished  by  the 
postmaster,  the  mailer  will  mark  his 
name  oh  the  back  of  the  label. 

3.  Amend  paragraph  (c)  (5)  as  re¬ 
designated  to  read  as  follows: 

(5)  Copies  for  military  post  offices 
overseas — (i)  Direct  packages.  When 
more  than  one  copy  is  addressed  to  one 
unit,  APO,  or  Navy  or  Marine  Corps  ad¬ 
dress '(see  §  13.8  of  this  subchapter),  the 
copies  must  be  securely  wrapped  in  pack¬ 
ages  or  tied  in  bundles  labeled  for  the  ^ 

^  military  address. 

(ii)  Mixed  packages.  After  all  direct 
packages  have  been  made,  if  there  are 
No.2 - 3 
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time  showing  mailings  to  each-  zone,  a 
new  key  rate  must  be  computed  and  used.  ^ 

(ii)  Enter  on  the  corresponding  lines 
In  column  B  of  Form  3541  the  number 
of  copies  for  each  zone  shown  on  POD 
Form  3542.  Apply  the  pound  rates  to 
the  number  of  copies  for  each  zone  and 
enter  the  postage  for  each  zone  in  column 
C  of  Form  3541.  Divide  the  total  postage 
in  column  C  by  the  total  number  of  copies 
in  column  B  to  obtain  the  key  rate,  which 
should  be  carried  to  six  decimal  places. 
Apply  the  key  rate  only  to  the  total 
weight  of  the  advertising  portion  of  the 
issue  and  the  regular  reading  portion 
rate  only  to  the  total  weight  of  the  read¬ 
ing  portion.  Enter  the  amount  of  post¬ 
age  in  column  G.  Two  employees  must 
verify  the  computation.  See  illustration 
A,  Form  3541. 

(iii)  Prepare  Form  3541  for  subi^uent 
mailings  as  shown  in  illustration  B  until 
a  new  report  on  POD  Form  3542  showing 
mailings  to  each  zone  is  filed. 

b.  In  §  16.2  Third-class  mailings,  make 
the  following  changes: 

1.  Redesignate  paragraph  (c)  as  para¬ 
graph  (e). 

2.  Insert  new  paragraph  (c)  and  (d) 
to  read  as  follows: 

(c)  Preparation  for  dispatch — (1) 
Direct  sacks.  When  there  are  sufficient 
direct  packages  for  the  same  post  office 
to  fill  a  sack  at  least  one-third  full,  they 
must  be  placed  in  a  sack  or  sacks  which 
should  be  labeled  in  the  following 
manner: 

Philadelphia.  Pa. 

Circs. 

From  Jay  Mailing  Co.,  Cincinnati.  Ohio 

(2)  State  sacks — (i)  Direct  packages. 
After  all  possible  city  direct  sacks  have 
been  made,  if  there  are  enough  direct 
packages  remaining  for  post  offices 
within  the  same  State  to  fill  approxi¬ 
mately  ope-third  of  a  sack,  they  should 
be  placed  in  a  State  sack  and  labeled  to 
the  proper  distribution  point.  See  para¬ 
graph  (d)  of  this  section.  State  sacks 
should  be  labeled  in  the  following 
manner: 

Ogden,  Utah  Terminal 
Calif.  Directs  Circs. 

From  D.  C.  MaUers,  Washington,  D.  C. 

(ii)  State  packages.  When  State 
packages  of  circulars'  for  one  State  will 
fill  approximately  one-third  of  a  sack, 
they  should  be  placed  in  a  State  sack 
and  labeled  to  the  proper  distribution 
point.  (See  paragraph  (d)  of  this  sec¬ 
tion.)  Label  in  the  following  form: 

Ogden,  Utah  Terminal 
Calif.  Circs. 

From  D.  C.  Mailers,  Washington,  D.  C. 

(3)  Mixed  sacks,  (i)  Mixed  State 
packages  of  circulars  may  be  included  in' 
sacks  labeled  “Mixed  States — Circulars.” 

'  (ii)  Any  direct  package  for  which 
there  is  insufficient  quantity  to  make  city 
or  State  direct  sacks  should  be  included 
in  sacks  labeled  “Mixed  Directs— Circu¬ 
lars.”  ) 

(4)  Labels  furnished  by  postmaster, 
‘Where  sack  labels  are  furnished  by  the 
postmaster,  the  mailer  will  mark  his 
name  on  the  back  of  the  label. 


lllostratlon  B 


COMPUTATION  OF  POSTAGE  ON  SECOND-CLASS  MATTER 

Thta  font  to  bo  otUehod  to  lonM  >643  from  which  compuUtioo  io  mode 


(If  0.25-^1121184. 


priatod  In  eoplM 31  ItICluS 


CONS 


72  percent 
•dvertlsing 
all  Issues 


.1806. 


5.  New  paragraph  (d)  is  added,  to  read  (4)  Handling  at  delivery  office.  Sacks 
as  follows:  containing  newspapers  will  be  promptly 

(d)  Hewspapertreatment-il)  Defini-  segregated  and  the  contents  distributed 
o.vvJr  for  the  earhest  possible  delivery. 

Notification  to  publishers  of  de- 

nf  Publishers  will  be  notified  when- 

news  oi  interest  to  tne  sen*  «v«A114v^rrc9  av^a 

eral  pubUc  to  be  given  expeditious  dis-  maiimp  of  newspapers  are 

trlbuUon  diSatch;  transit  hS^dling,  and  dgiver^  to  the  post  office  or  tram 

deUvery.^Uy  referred  to  as  newspaper  " 

treatment.  If  the  postmaster  at  the  S-  Intended  dispatch. 

fice  of  entry  is  in  doubt  as  to  whether  6.  Redesignate  paragraph  (g)  as  para- 
any  particular  publication  is  a  news-  graph  (h) ;  and  insert  new  paragraph 
paper,  he  will  submit  all  the  facts  to  the  (g). to  read  as  follows: 

Bureau  of  Po^  Of&ct  Operations.  Mail  (gj  rate-il)  Authority  to  use. 
deification  Division.  Postmasters  will  use  the  key  rate  method 

(2)  Prepar^ton  for  niaihng.  News-  ©f  computing  pound-rate  postage  on  pub- 

^  made  up  in  sacks  plainly  jications  subject  to  the  advertising  zone 
^befed  Newspa^rs  .  Direct  city  and  j-^tes  when  large  mailings  justify  its  use. 
St^  sacks  will  ^  made  in  accordance  ^g)  Statement  showing  mailings  to 

each  zone.  The  publisher  must  submit 
calendar  year,  at  12-month 
(1)  Direct  sacKs:  intervals,  a  statement  on  POD  Form  3542 

Cincinnati,  Ohio— Newspapers  showing  the  number  of  copies  of  an  is- 

via  Pitts.  &  St.  Lou.  Train  79  su©  mailed  to  each  zone.  During  these 

From  The  Register,  Columbus,  Ohio  12-month  intervals,  the  publisher  does 

(ii)  State  sacks:  not  need  to  complete  the  lines  for  zones 

Wheel  ft  cm  Tr  238  ®  ^^itcrs 

-  only  total  zone  maiUngs  on  “Total  to  all 

From  The  Register,  Columbus,  Ohio  zones”  line. 

.  ,  ,  .  .  (3)  New  zone  Statement.  Postmasters 

(3)  Dispatching.  Newspapers  will  be  require  a  new  report  on  POD  Form 
dispatched  in  pouches  with  first-class  3542  showing  mailings  to  each  zone  at 
mail  when  the  quantity  is  not  sufficient  any  ^hne  during  the  12-month  intervals 
to  nwke  up  separate  sacks.  Newspapers  ^hen  the  volume  of  mailings  show  varia¬ 
tor  dispatch  to  a  railway  p<»t  office,  a  tions  to  the  zones  or  an  increase  in  the 
highway  post  office,  a  terminal,  or  a  first-  total  number  of  copies. 

class  office  will  not  be  mixed  in  i^eks  (4)  computation,  (i)  Compute  the 
with  any  class  of  mail  other  than  *first  key  rate  on  Form  3541  once  each  calendar 
class.  Sacks  labeled  “Newspapers”  will  year  at  12-month  intervals.  If  a  new 
be  dispatched  with  first-class  mail.  report  on  POD  Form  3542  is  filed  at  any 
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mission,  Washington,  D.  C.,  and  by  filing 
a  copy  thereof  with  the  Director,  Division 
of  Federal  Register; 

And  it  is  further  ordered.  That  this  or¬ 
der  shall  be  effective  on  January  1,  1957. 

(Sec.  12,  24  Stat.  383,  as 'amended,  sec.  1,  36 
Stat.  350:  49  U.  S.  C.  12,  45  U.  S,  C.  38.  In¬ 
terpret  or  apply  sec.  20,  24  Stat.  386,  as 
amended,  sec.  3,  36  Stat.  351;  49  U.  S.  C.  20, 
45  U.  S.  C.  40) 

By  the  Commission. 

[SEAL  ]  Harold  D.  McCoy, 

Secretary. 

[P.  R.  Doc.*  57-34;  Piled.  Jan.  2,  1957; 
8:52  a.  m.] 


Subchapter  B— Carriers  by  Motor  Vehicle 

Part  205— Reports  of  Motor  Carriers 
motor  carrier  annual  report  form  a 

At  a  session  of  the  Interstate  Com¬ 
merce  Commission,  held  at  its  office  in 
Washington,  D.  C.,  on  the  10th  day  of 
December  A.  D.  1956. 

The  matter  of  Annual  Reports  from 
Class  I  Motor  Carriers  of  Property  and 
Class  I  Motor  Carriers  of  Passengers  be¬ 
ing  under  consideration,  and  the  changes 
in  existing  regulations  to  be  effectuated 
by  this  order  being  only  minor  changes 
with 'respect  to  the  data  to  be  furnished, 
public  rule-making  procedures  are  un¬ 
necessary: 


It  is  ordered.  That  the' order  of  Oc¬ 
tober  11,  1945,  in  the  matter  of  Annual 
Reports  from  Class  I  Motor  Carriers  of 
Property  and  Class  I  Motor  Carriers  of 
Passengers  be,  and  it  is  hereby  modified 
with  respect  to  annual  reports  for  the 
year  ended  December  31,  1956,  and  sub¬ 
sequent  years,  as  follows: 

§  205.1  Form  prescribed  for  annual 
reports.  Each  Class  I  Common  and 
Contract  Motor  Carrier  of  Property  and 
each  Class  I  Common  and  Contract  Mo¬ 
tor  Carrier  of  Passengers  shall  file  under 
oath  an  annual  report  for  the  year  ended 
December  31,  1956,  and  for  each  suc¬ 
ceeding  year  until  further  order,  in  ac¬ 
cordance  with  Motor  Carrier  Annual 
Report  Form  A  (Class  I  Motor  Carriers 
of  Property  and .  Passengers)  which  is 
hereby  approved  and  made  a  part  of 
this  section.^  The  annual  report  shall  be 
filed,  in  duplicate,  in  the  Bureau  of  Ac¬ 
counts,  Cost  Finding  and  Valuation,  In¬ 
terstate  Commerce  Commission,  Wash¬ 
ington,  D.  C.,  on  or  before  March  31  of 
the  year  following  the  one  to  which  it 
relates. 

(49  stat.  546,  as  amended;  49  XT.  S.  C.  304. 
Interprets  or  applies  49  Stat.  563,  as  amended; 
49U.S.C.320) 

By  the  Commission. 

[SEAL]  Harold  D.  McCoy, 

Secretary. 


[P.  R.  Doc.  57-18;  Piled,  Jan.  2,  1957; 
8:48  a.m.] 


PROPOSED  RULE  MAKING 


(d)  Distribution  points.  A  list  of  the 
proper  distribution  points  for  papers, 
mixed  circulars,  and  direct  circulars  from 
each  postal  region  is  prepared  by  the  re¬ 
gional  transportation  manager  of  the 
region.  Copies  of  this  list,  along  with 
any  special  instructions  relating  to 
specific  locations,  may  be  obtained 
through  your  local  postmaster  or  district 
transportation  manager. 

[P.  R.  Doc.  57-24;  Piled,  Jan.  2,  1957; 
8:50  a.  m.] 

TITLE  49— TRANSPORTATION 

Chapter  I — Interstate  Commerce 
Commission 

Subchapter  A — General  Rules  and  Regulations 

Part  125 — ^Railroad  Accidents:  Reports 
AND  Classification 

RULES  GOVERNING  MONTHLY  REPORTS  OF 
RAILROAD  ACCIDENTS 

At  a  general  session  of  the  Interstate 
Commerce  Commission,  held  at  its  office 
in  Washington,  D.  C.,  on  the  27th  day  of 
December  A.  D.  1956. 

On  November  23,  1956,  the  Commis¬ 
sion  issued  its  order  prescribing  revised 
Rules  Governing  Monthly  Reports  of 
Railroad  Accidents.  Pursuant  to  §  125.55 
(c) ,  Appendix  A  of  such  rules,  rail  car- 
'riers  reporting  the  causes  of  train  or 
train-Dervice  accidents  are  required  to 
utilize  the  codes  taken  from  an  “Alpha¬ 
betical  Index”.  However,  since  no  Al¬ 
phabetical  Index  has  been  issued,  it  will 
be  necessary  to  use  in  place  of  such  index 
the  codes  of  causes  of  train-service  ac¬ 
cidents  in  the  lists  designated  “Train 
accidents”  and  “Train-service  accidents” 
as  set  forth  in  §  125.55  of  the  rules. 

Rule-making  procedure  under  Section 
4  of  the  Administrative  Procedure  Act,  5 
U.  S.  C.  1003  (a) ,  would  be  impracticable, 
unnecessary,  and  contrary  to  the  public 
interest  because  of  the  minor  character 
of  this  amendment  to  the  rules,  and  be¬ 
cause  of  the  proximity  of  the  effective 
date  of  the  order.  For  the  same  rea¬ 
sons,  good  cause  exists  for  making  this 
order  effective  on  less  than  thirty  days’ 
notice. 

Therefore,  it  is  ordered.  That  §  125.55 
paragraph  (c)  of  Appendix  A, to  the 
Commission’s  order  of  November  23, 
1956,  in  the  above-entitled  matter,  be, 
and  it  is  hereby,  modified  and  amended 
to  read  as  set  forth  in  the  paragraph, 
below: 

It  is  further  ordered,  That  49  CFR 
§  125.55  (c)  be,  and  it  is  hereby,  modified 
and  amended  to  read  as  follows: 

§  125.55  Codes  for  accident  reporting. 

*  *  * 

(c)  On  Form  T,  Cause  of  train  or 
train-service  accident,  causes  should  be 
reported  in  accordance  with  the  lists  des¬ 
ignated  “Train  accidents”  and  “Train- 
service  accidents”  shown  in  this  section 
under  “Code  of  Causes”; 

It  is  further  ordered.  That  a  copy  of 
this  order  shall  be  served  on  common 
carriers  subject  to  the  provisions  of  the 
Accident  Reports  Act,  and  that  notice 
of  this  order  shall  be  given  to  the  general 
public  by  depositing  a  copy  thereof  in 
the  office  of  the  Secretary  of  the  Com- 


DEPARTMENT  OF  THE  TREASURY 

Internal  Revenue  Service 

[  26  CFR  (1954)  Part  1  1 

INQOME  Tax;  Taxable  Years  Beginning 
After  December  31,  1953 

NOTICE  OF  PROPOSED  RULE  MAKING 

Notice  is  hereby  given,  pursuant  to  the 
Administrative  Procedure  Act,  approved 
June  11,  1946,  that’  the  regulations  set 
forth  in  tentative  form  below  are  pro¬ 
posed  to  be  prescribed  by  the  Commis¬ 
sioner  of  Internal  Revenue,  with  the 
approval  of  the  Secretary  of  the  Treas¬ 
ury.  Prior  to  the  final  adoption  of  such 
regulations,  consideration  will  be  given, 
to  any  data,  views,  or  arguments  per¬ 
taining  thereto  which  are  submitted  in 
writing,  in  duplicate,  to  the  Commis¬ 
sioner  of  Internal  Revenue,  Attention: 
T:P,^ Washington  25,  D.  C.,  within  the 
period  of  thirty  days  from  the  date  of 
publication  of  this  notice  in  the  Federal 
Register.  The  proposed  regulations  are 
to  be  issued  under  the  authority  con¬ 
tained  -in  section  7805  of  the  Internal 
Revenue  Code  of  1954  (68A  Stat.  917; 
26  U.  S.  C.  7805). 

[seal]  O.  Gordon  Delk, 

*  Acting  Commissioner 

of  Internal  Revenue. 

The  following  regulations  are  hereby 
prescribed  under  parts  I  and  n  (except 


sections  1017,  1020,  and  1021)  of  Sub¬ 
chapter  O  of  Chapter  1  of  the  Internal 
Revenue  Code  of  -1954,  and  are  appli¬ 
cable  to  taxable  years  beginning  after 
December  31,  1953,  and  ending  after  Au¬ 
gust  16,  1954.  The  regulations  so  pre¬ 
scribed  do  not  refiect  the  amendment 
made  to  section  1016  by  Public  Law  629 
(84th  Congress) ,  approved  June  29, 1956. 
Regulations  under  that  amendment  will 
be  published  with  a  notice^of  proposed 
rule  making  at  a  later  date.  / 

Gain  or  Loss  on  Disposition  or  Propehtt 

determination  or  amount  or  and  recognition 

or  GAIN  OR  LOSS 

Sec. 

1.1001  Statutory  provisions;  determina¬ 

tion  of  amount  of  and  recogni¬ 
tion  of  gain  or  loss. 

1.1001- 1  Computation  of  gain  or  loss. 

1.1002  *  Statutory  provisions;  recognition 

of  gain  or  loss. 

1.1002- 1  Sales  or  exchanges. 

BASIS  RULES  Or  GENI3ML  APPLICATION 

1.1011  Statutory  provisions;  adjusted 

basis  for  determining  gain  or 
loss.  ' 

1.1011- 1  Adjusted  basis. 

1.1012  Statutory  provisions!  basis  of 

property — cost. 

1.1012- 1  Basis  of  property. 

1.1012- 2  Transfers  in  part  a  sale  and  in  part 

a  gift. 


*  Filed  with  the  Federa^Eteglster  Division 
as  part  of  the  original  dociunent. 
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Sec. 

1.1013  Statutory  provisions;  basis  of 

property  Included  In  Inventory. 

1.1013- 1 '  Property  Included  In  Inventory. 

1.1014  Statutory  provisions;  basis  of 

property  acquired  from  a  dece¬ 
dent. 

1.1014- 1  Basis  of  property  acquired  from  a 

decedent. 

1.1014- 3  Property  acquired  from  a  decedent. 

1.1014- 3  Other  basis  rules. 

1.1014- 4  Uniformity  of  basis;  adjustment  to 

basis. 

1.1014- 5  Gain  or  loss. 

1.1014- 6  Special  rule  for  adjustments  to 

basis  where  property  is  acquired 
from  a  decedent  prior  to  his 
death. 

1.1014- 7  Example  applying  rules  of 

5 §  1.1014-4  through  1.1014-6  to- 
case  involving  multiple  Interests. 

1.1014- 8  Bequest,  devise,  or  inheritance  of 

a  remainder  Interest. 

1.1015  Statutory  provisions;  basis  of 

property  acquired  by  gifts  and 
transfers  in  trust. 

1.1015- 1  Basis  of  property  acquired  by  gift 

after  December  31.  1920. 

1.1015- 2  Transfer  of  property  in  trust  after 

December  31,  1920. 

1.1015- 3  Gift  or  transfer  in  trust  before 

January  1,  1921. 

1.1015- 4  Transfers  in  part  a  gift  and  In  part 

a  sale. 

1.1016  Statutory  provisions;  adjustments 

to  basis. 

1.1016- 1  Adjustments  iff  basis;  scope  of 

section. 

1.1016- 2  Items  properly  chargeable  to  capi¬ 

tal  account. 

1.1016- 3  Exhaustion,  wear  and  tear,  obsoles¬ 

cence,  amortization  and  deple¬ 
tion  for  periods  since  February 
28. 1913. 

1.1016- 4  Exhaustion,  wear  and  tear,  obso¬ 

lescence,  amortization,  and  de¬ 
pletion;  periods  during  which 
Income  was  not  subject  to  tax. 

1.1016- 5  lifiscellaneous  adjustments  to  basis. 

1.1016- 6  Gther  applicable  rules. 

1.1016- 7  Adjusted  basis;  cancellation  of 

indebtedness  under  Banluruptcy 
Act. 

1.1016- 8  Adjusted  basis;  cancellation  of 

indebtedness;  special  cases. 

1.1016- 9  Adjusted  basis;  mutual  savings 

banks,  building  and  loan  asso¬ 
ciations,  and  cooperative  banks. 

1.1016- 10  Substituted  basis.  * 

1.1018  Statutory  provisions;  adjustment 

of  capital  structure  before  Sep¬ 
tember  22, 1938. 

1.1018- 1  Adjifsted  basis;  exception  to  sec¬ 

tion  270  of  the  Bankruptcy  Act, 
as  amended. 

1.1019  Statutory  provisions;  property  on 

which  lessee  has  made  improve¬ 
ments. 

1.1019- 1  Property  on  which  lessee  has  made 

..  improvements. 

1.1022  Statutory  provisions;  cross  refer¬ 
ences. 

Gain  or  Loss  on  Disposition  of 
Property 

DETERMINATION  OF  AMOUNT  OF  AND 
RECOGNITION  OF  GAIN  OR  LOSS 

§  1.1001  Statutory  provisions;  deter¬ 
mination  of  amount  of  and  recognition 
of  gain  or  loss. 

Sec.  1001.  petermination  of  amount  of  and 
recognition  of  gain  or  loss — (a)  Computa¬ 
tion  of  gain  or  loss.  Hie  gain  from  the  sale 
or  other  disposition  of  property  shall  be  the 
excess  of  the  amount  realized  therefrom 
over  the  adjusted  basis  jH'ovlded  in  section 
1011  for  determining  gain,  and  the  loss  shall 
be  the  excess  of  the  adjusted  basis  provided 


in  such  section  for  determining  loss  over  the 
amount  realized. 

<b)  Amount  realized.  The  amount  real¬ 
ized  from  the  sale  or  other  disposition  of 
property  shall  be  the'  sum  of  any  money 
received  plus  the  fair  market  value  of  the 
property  (other  than  money)  received.  In 
determining  the  amount  realized — 

(1)  There  shall  not  be  taken  into  account 
any  amount  received  as  reimbursement  for 
real  property  taxes  which  are  treated  under 
section  164  (d)  as  imposed  on  the  purchaser, 
and 

(2)  There  shall  be  taken  Into  account 
amounts  representing  real  property  taxes 
which  are  treated  under  section  164  (d)*as 
Imposed  on  the  taxpayer  If  such  taxes  are 
to  be  paid  by  the  purchaser. 

(c)  Recognition  of  gain  or  loss.  .In  the 
case  of  a  sale  or  exchange  of  property,  the 
extent  to  which  the  gain  or  loss  determined 
under  this  section  shall  be  recognized  for 
purposes  of  this  subtitle  shall  be  determined 
under  section  1002. 

(d)  Installment  sales.  Nothing  In  this 
section  shall  be  construed  to  prevent  (in  the 
case  of  property  sold  under  contract  pro¬ 
viding  for  payment  in  Installments)  the 
taxation  of  that  portion  of  any  installment 
pa3rment  representing  gain  or  profit  in  the 
year  in  which  such  pajmaent  is  received. 

§  1.1001-1  Computation  of  gain  or 
loss — (a)  General  rule.  Except  as  other¬ 
wise  provided  in  subtitle  A,  the  gain  or 
loss  realized  from  the  conversion  of 
property  into  cash,  or  from  the  exchange 
of  property  for  other  property  differing 
materially  either  in  kind  or  in  extent,  is 
treated  as  income  or  as  loss  sustained. 
The  amount  realized  from  a  sale  or  other 
disposition  of  property  is  the  sum  of 
any  money  received  plus  the  fair  market 
value  of  any  property  (other  than 
money)  received.  The  fair  market  value 
of  property  is  a  question  of  fact,  but 
only  in  rare  and  extraordinary  cases  will 
property  be  considered  to  have  no  fair 
market  value.  The  general  method  of 
computing  such  gain  or  loss  is  prescribed 
by  section  1001,  which  contemplates  that 
from  the  amount  realized  upon  the  sale 
or  exchange  there  shall  be  withdrawn  a 
sum  sufficient  to  restore  the  adjusted 
basis  prescribed  by  section  1011  and  reg¬ 
ulations  thereunder  (i.  e.,  the  cost  or 
other  basis'  adjusted  for  receipts,  ex¬ 
penditures,  losses,  allowances,  and  other 
items  chargeable  against  and  applicable 
to  such  cost  or  other  basis) .  The  amount 
which  remains  after  the  adjusted  basis 
has  been  restored'  to  the  taxpayer  oon- 
stitutes  the  realized  gain.  If  the  amount 
realized  upon  the  sale  or  exchange  is 
insufficient  to  restore  to  the  taxpayer  the 
adjusted  basis  of  the  property,  a  loss  is 
sustained  to  the  extent  of  the  difference 
between  such  adjusted  basis  and  the 
amount  realized.  The  basis  may  be  dif¬ 
ferent  depending  upon  whether  gain  or 
loss  is  being  computed.  For  example  see 
section  1015  (a)  and  the  regulations 
thereimder. 

(b)  Real  estate  taxes  as  amounts  re¬ 
ceived.  (1)  Section  1001  (b)  and  section 
1012  state  rules  applicable  in  making  an 
adjustment  upon  a  sale  of  real  property 
with  respect  to  the  real  property  taxes 
apportioned  between  seller  and  pur¬ 
chaser  under  section  164  (d) .  Thus,  if 
the  seller  pays  (or  agrees  to  pay)  real 
property  taxes  attributable  to  the  real 
property  tax  year  in  which  the  sale  oc¬ 


curs.  he  shall  not  take  into  account,  in 
determining  the  amount  realized  from 
the  sale  under  section  1001  (b),  any 
amount  received  as  reimbursement  for 
taxes  which  are  treated  under  section  164 
(d)  as  imposed  upon  the  purchaser. 
Similarly,  in  computing  the  cost  of  the 
property  under  section  1012,  the  pur¬ 
chaser  shall  not  take  into  account  any 
amount  paid  to  the  seller  as  reimburse¬ 
ment  for  real  property  taxes  which  are 
treated  under  section  164  (d)  as  imposed 
upon  the  purchaser.  These  rules  apply 
whether  or  not  the  contract  of  sale  calls 
for  the  purchaser  to  reimburse  the  seller 
for  such  real  property  taxes  paid  or  to  be 
paid  by  the  seller. 

(2)  On  the  other  hand,  if  the  pur¬ 
chaser  pays  (or  is  to  pay)  an  amount 
representing  real  property  taxes  which 
are  treated  under  section  164  (d)  as 
imposed  upon  the  seller,  that  amount 
shall  be  taken  into  account  both  in  de¬ 
termining  the  amount  realized  from  the 
sale  under  section  1001  (b)  and  in  com¬ 
puting  the  cost  of  the  property  under 
section  1012.  It  is  immaterial  whether 
or  not  the  contract  of  sale  specifie^that 
the  sale''  price  has  been  reduced  by,  or 
is  in  any  way  intended  to  reflect,  the 
taxes  allocable  to  the  seller.  See  also 
§  1.1012-1  (b) . 

(3)  Subparagraphs  (1)  and  (2)  shall 
not  apply  to  a  taxpayer  who  elects  to 
capitalize  real  property  taxes  in  accord¬ 
ance  with  section  266  and  the  rtgula- 
tions  thereimder  (relating  to  election  to 
capitalize  certain  carrying  charges  and 
taxes) . 

(4)  The  application  of  this  paragraph 
may  be  illustrated  by  the  following 
examples: 

Example  (1).  Assume  that  the  contract 
price  on  the  sale  of  a  parcel  of  real  estate 
Is  $50,000  and  that  real  property  taxes 
thereon  In  the  amount  of  $1,000  for  the  real 
property  tax  year  In  which  occurred  the  date 
of  sale  were  previously  paid  by  the  seller. 
Assume  further  that  $750  of  ^he  taxes  are 
treated  under  section  164  (d)  as  imposed 
upon  the  purchaser  and  that  he  reimburses 
the  seller  in  that  amount  in  addition  to 
the  contract  price.  The  amount  realized  by 
the  seller  is  $50,000.  Simiiarly,  $50,000  is  the 
purchaser’s  cost.  If,  in  this  example,  the 
purchaser  made  no  payment  other  than  the 
contract  price  of  $50,000,  the  amount  realized 
by  the  sailer  would  be  $49,250,  since  the  sales 
price  would  be  deemed  to  include  $750  paid 
to  the  seller  in  reimbursement  for  real  prop¬ 
erty  taxes  imposed  upon  the  purchaser. 
Similarly.  $49,250  would  be  the  purchaser’s 
’cost. 

Example  (2).  Assume  that  the  purchaser 
in  example  (1)  above,  paid  all  of  the  rea^ 
property  taxes.  Assume  further  that  $250  of 
the  taxes  are  treated  under  section  164  (d) 
as  imposed  upon  the  seller.  The  amount 
realized  by  the  seller  is  $50,250.  Similarly, 
$50,250  is  the  purchaser’s  cost,  regardless  of 
the  taxable  year  in  which  the  purchaser 
makes  actual  payment  of  the  taxes. 

Example  (3).  Assume  that  the  seller  de¬ 
scribed  in  the  first  part  of  example  (1), 
above,  elected  under  section  266  to  capitalize 
the  real  property  taxes  of  $1,000  which  he 
paid.  In  such  a  case,  the  amount  realized 
is  $50,750.  Moreover,  the  purchaser  in  that 
case  could  also  elect  under  section  266  to 
capitalize  the  $750  of  taxes  treated  under 
section  164  (d)  as  -imposed  upon  him  in 
which  case  his  adjusted  basis  would  be  $50,- 
750  (cost  of  $50,000  plus  capitalized  taxes 
of  $750). 
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(c)  other  rules.  (1)  Even  though 
property  is  not  sold  or  otherwise  disposed 
of,  gain  is  realized  if  the  sum  of  all  the 
amounts  received  which  axe  required  by 
section  1016  and  other  applicable  pro¬ 
visions  of  subtitle  A  of  the  Internal 
Revenue  Code  of  1954  to  be  applied 
against  the  basis  of  the  property  exceeds 

\  such  basis.  Except  as  otherwise  pro¬ 
vided  in  section  301  (c)  (3)  (B)  with  re¬ 
spect  to  distributions  out  of  increase  in 
value  of  prop^ty  accrued  pr4or  to  March 
1,  1913,  such  gain  is  includible  in  gross 
income  under  section  61  as  “income  from 
whatever  source  derived”.  On  the  other 
hand,  a  loss  is  not  ordinarily  sustained 
prior  to  the  sale  or  other  disposition  of 

'  the  property,  for  the  reason  that  until 
such  sale  or  other  disposition  occurs 
there  remains  the  possibility  that  the 
taxpayer  may  recover  or  recoup  the  ad¬ 
justed  basis  of  the  property.  Until  some 
identifiable  event  fixes  the  actual  sus¬ 
taining  of  a  loss  and  the  amount  thereof, 
it  is  not  taken  into  account. 

(2)  The  provisions  of  subparagraph 
(1)  of  this  paragraph  may  be  illustrated 
by  the  following  example: 

Example.  A,  an  Individual  on  a  calendar 
year  basis,  purchased  certain  shares  of  stock 
subsequent  to  February  28,  1913,  for  $10,000, 
On  January  1, 1954,  A’s  adjusted  basis  for  the 
stock  had  been  reduced  to  $1,000  by  reason 
of  receipts  and  distributions  described  in 
sections  1016  (a)  (1)  and  1016  (a)  (4).  He 
received  in  1954  a  further  distribution  of 
$5,000,  being  a  distribution  covered  by  sec¬ 
tion  1016  (a)  (4),  other  than  a  distribution 
out  of  increase  of  value  of  property  accrued 
prior  to  March  1,  1913.  This  distribution 
applied  against  the  adjusted  basis  as  re¬ 
quired  by  section  1016  (a)  (4)  exceeds  that 
basis  by  $4,000.  The  $4,000  excess  is  a  gain 
realized  by  A  in  1954  and  is  includible  in 
gross  income  in  his  return  for  that  calendar 
year.  In  computing  gain  from  the  stock,  as 
in  adjusting  basis,  no  distinction  is  made 
between  items  of  receipts  or  distributions 
described  in  section  1016.  If  A  sells  the  stock 
in  1955  for  $5,000,  he  realizes  in  1955  a  gain 
of  $5,000,  since  the  adjusted  basis  of  the 
stock  for  the  purpose  of  computing  gain  or 
loss  from  the  sale  is  zero. 

(d)  Installment  sales.  In  the  case  of 
property  sold  on  the  installment  plan, 
special  rules  for  the  taxation  of  the  gain 
are  prescribed  in  section  453. 

(e)  Transfers  in  part  a  sale  and  in  part 
a  gift.  (1)  \^ere  a  transfer  of  property 
is  in  part  a  sale  and  in  part  a  gift,  the 
transferor  has  a  gain  to  the  extent  that 
the  amount  realized  by  him  exceeds  his 
adjusted  basis  in  the  property.  However, 
no  loss  is  sustained  on  such  a  transfer  if 
the  amount  realized  is  less  than  the  ad¬ 
justed  basis.  For  determination  of  basis 
of  the  property  in  the  hands  of  the  trans¬ 
feree  see  §  1.1015-4. 

(2)  Examples.  The  provisions  of  sub- 
paragraph  (1)  may  be  illustrated  by  the 
following  examples:  • 

Example  (f).  A  transfers  property  to  his 
son  for  $60,000.  Such  property  In  the  hands 
of  A  has  an  adjusted  basis  of  $30,000  (and  a 
fair  market  value  of  $90,000).  A’s  gain  is 
$30,000,  the  excess  of  $60,000,  the  amount 
realized,  over  the  adjusted  basis,  $30,000.  He 
has  made  a  gift  of  $30,000,  the  excess  of  $90.- 
000,  the  fair  market  value,  over  the  amount 
realized,  $60,000. 

Example  (2).  A  transfers  property  to  his 
son  for  $30,000.  Such  property  in  the  hands 
of  A  has  an  adjusted  basis  of  $60,000  (and  a 
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fair  market  value  of  $90,000) .  A  has  no  gain 
or  loss,  and  has  made  a  gift  of  $60,000,  tho 
excess  of  $90,000,.  the  fair  market  value,  over 
the  amount  realized,  $30,000. 

Example  (J).  A  transfers  property  to  his 
son  for  $30,000.  Such  property  in  A’s  hands 
has  an  adjusted  basis  of  $30,000  (and  a  fair 
market  value  of  $60,000) .  A  has  no  gain  and 
has  made  a  gift  of  $30,000,  the  excess  of 
$60,000,  the  fair  market  value,  over  the 
amount  realized,  $30,000. 

Example  (4).  A  transfers  property  to  his 
son  for  $30,000.  Such  property  in  A’s  hands 
has  an  adjusted  basis  of  $90,000  (and  a  fair 
market  value  of  $60,000).  A  has  sustained 
no  loss,  and  has  made  a  gift  of  $30,000,  the 
excess  of  $60,000,  the  fair  market  value,  over 
the  amount  realized,  $30,000. 

§  1.1002  Statutory  provisions;  recog • 
nition  of  gain  or  loss. 

Sec.  1002.  Recognition  of  gain  or  loss.  Ex¬ 
cept  as  otherwise  provided  in  this  subtitle, 
,on  the  sale  or  exchange  of  property  the  entire 
amount  of  the  gain  or  loss,  determined  ilnder 
section  1001,  shall  be  recognized. 

§  1.1002-1  Sales  or  exchanges — (a) 
General  rule.  The  general  rule  with  re¬ 
spect  to  gain  or  loss  realized  upon  the 
sale  or  exchange  of  property  as  deter¬ 
mined  under  section  1001  is  that  the  en¬ 
tire  amount  of  such  gain  or  loss  is  recog¬ 
nized  except  in  cases  where  specific 
provisions  of  subtitle  A  of  the  Internal 
Revenue  Code  of  1954  provide  otherwise. 

(b)  Strict  construction  of  exceptions 
from  general  rule.  The  exceptions  from 
the  general  rule  requiring  the  recognition 
of  all  gains  and  losses,  like  other  excep¬ 
tions  from  a  rule  of  taxation  of  general 
and  uniform  application,  are  strictly 
construed  and  do  not  extend  either  be¬ 
yond  the  words  or  the  underlying  as¬ 
sumptions  and  purposes  pf  the  exception. 
Nonrecognition  is  accorded  by  the  In¬ 
ternal  Revenue  Code  of  1954  only  if  the 
exchange  is  one  which  satisfies  both  (1) 
the  specific  descripl^ion  in  the  Code  of  an 
excepted  exchange,  and  (2)  the  under- 
l3dng  purpose  for  which  such  exchange 
is  excepted  from  the  general  rtile.  The 
exchange  must  be  germane  to,  and  a 
necessary  incident  of,  the  investment  or 
enterprise  in  hand.  The  relationship  of 
the  exchange  to  the  venture  or  enterprise 
is  always  material,  and  the  surrounding 
facts  and  circumstances  must  be  shown. 
As  elsewhere,  the  taxpayer  claiming  the 
benefit  of  the  exception  must  show  him¬ 
self  within  the  exception. 

(c)  Certain  exceptions  to  general  rule. 
Exceptions  to  the  general  rule  are  made, 
for  example,  by  sections  351  (a),  354, 
361  (a),  371  (a)  (1),  371  (b)  (1),-721, 
1031,  1035  and  1036.  These  sections 
describe  certain  specific  exchanges  of 
property  in  which  at  the  time  of  the  ex¬ 
change  particular  differences  exist  be¬ 
tween  the  property  parted  with  and  the 
property  acquired,  but  such  differences 
are  more  formal  than  substantial.  As 
to  these,  the  Internal  Revenue  Code  of 
1954  provides  that  such  differences  shall 
not  be  deemed  controlling,  and  that  gain 
or  loss  shall  not  be  recognized  at  the 
time  of  the  exchange.  The  underlying 
assumption  of  these  exceptions  is  that 
the  new  property  is  substantially  a  con¬ 
tinuation  of  the  old  investment  still  un¬ 
liquidated:  and,  in  the  case  of  reorgan¬ 
izations,  that  the  fiew  enterprise,  the 
new  corporate  structure,  and  the  new 
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property  are  substantially  continuations 
of  the  old  still  unliquidated. 

(d)  Exchange.  Ordinarily,  to  consti¬ 
tute  an  exchange,  the  transaction  must 
be  a  reciprocal  transfer  of  property,  as 
distinguished  from  a  transfer  of  prop¬ 
erty  for  a  money  consideration  only. 

BASIS  RULES  OF  GENERAL  APPLICATION 

§  1.1011  Statutory  provisions;  ad¬ 
justed  basis  for  determining  gain  or  loss. 

Sec.  1011.  Adjusted  basis  for  determining 
gain  or  loss.  The  adjusted  basis  for  deter¬ 
mining  the  gain  or  loss  from  the  sale  or 
other  disposition  of  property,  whenever 
acquired,  shall  be  the  basis  (determined 
under  section  1012  or  other  applicable  sec¬ 
tions  of  this  subchapter  and  subchapters  C 
(relating  to  corporate  distributions  and  ad¬ 
justments),  K  (relating  to  partners  and 
partnerships),  and  P  (relating  to  capital 
gains  and  losses)  )^adjvisted  as  provided  in 
section  1016. 

§  1.1011-1  Adjusted  basis.  The  ad¬ 
justed  basis  for  determining  the  gain 
or  loss  from  the  sale  or  other  disposition 
of  property  is  the  cost  or  other  basis 
prescribed  in  section  1012  or  other  ap¬ 
plicable  provisions  of  subtitle  A  of  the 
Internal  Revenue  Code  of  1954,  adjusted* 
to  the  extent  provided  in  sections  1016, 
1017,  and  1018  or  as  otherwise  specifically 
provided  for  under  applicable  provisions 
of  internal  revenue  laws. 

§  1.1012  Statutory  provisions '/basis  of 
property — cost. 

Sec.  1012.  Basis  of  property — cost.  The 
basis  of  property  shall  be  the  cost  of  such 
property,  except  as  otherwise  provided  In  this 
subchapter  and  subchapters  C  (relating  to 
corporate  distributions  and  adjustments), 
K  (relating  to  partners  and  partnerships), 
and  P  (relating  to  capital  gains  and  losses) . 
The  cost  of  real  property  shaU  not  Include 
any  amount  In  respect  of  real  property  taxes 
which  are  treated  under  section  164  (d)  as 
Imposed  on  the  taxpayer. 

§  1.1012-1  Basis  of  property — (a) 
General  rule.  In  general,  the  basis  of 
property  is  the  cost  thereof.  The  cost 
is  the  amount  paid  for  such  property  in 
cash  or  other  property.  This  general 
rule  is  subject  to  exceptions  stated  in 
subchapter  O  (relating  to  gain  or  loss  on 
the  disposition  of  property) ,  subchapter 
C  (relating  to  corporate  distributions  and 
adjustments) ,  subchapter  K  (relating  to 
partners  and  partnerships),  and  sub¬ 
chapter  P  (relating  to  capital  gains  and 
losses)  of  chapter  1  of  the  Internal 
Revenue  Code  of  1954. 

(b)  Real  estate  taxes  as  part  of  cost. 
In  computing  the  cost  of  real  property, 
the  purchaser  shall  not  take  into  account 
any  amount  paid  to  the  seller  as  re¬ 
imbursement  for  real  property  taxes 
which  are  treated  under  section  164  (d) 
as  imposed  upon  the  purchaser.  This 
rule  applies  whether  or  not  the  contract 
of  sale  calls  for  the  purchaser  to  reim¬ 
burse  theseller  for  such  real  estate  taxes 
paid  or  to  be  paid  by  the  seller.  On  the 
other  hand,  where  the  purchaser  pays  (or 
assumes  liability  for)  real  estate  taxes 
which  are  treated  imder  section  164  (d) 
as  imposed  upon  the  seller,  such  taxes 
shall  be  considered  part  of  the  cost  of 
the  property.  It  is  immaterial  whether 
or  not  the  contract  of  sale  specifies  that 
the  sale  price  has  been  reduced  by,  or  is 
in  any  way  intended  to  refiect,  real 
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estate  taxes  allocable  to  the  seller  under 
section  164  (d).  For  illustrations  of 
the  application  of  this  paragraph,  see 
i  1.1001-1  (b). 

(c)  Sale  of  stock — (1)  In  general.  If 
shares  of  stock  in  a  corporation  are  sold 
or  transferred  by  a  taxpayer  who  pur¬ 
chased  or  acquired  lots  of  stock  on  differ¬ 
ent  dates  or  at  different  prices,  and  the 
lot  from  which  the  stock  was  sold  or 
transferred  cannot  be  adequately  identi¬ 
fied,  the  stock  sold  or  transferred  shall 
be  charged  against  the  earliest  purchased 
of  such  lots  in  order  to  determine  the 
cost  or  other  basis  of  such  stock  under 
this  section,  and  in  order  to  determine 
the  holding  period  of  such  stock  for  pur¬ 
poses  of  subchapter  P  of  chapter  1  of  the 
Internal  Revenue  Code  of  1954,  If,  on 
the  other  hand,  the  lot  from  which  the 
stock  is  sold  or  transferred  can  be  ade¬ 
quately  identified,  the  rule  stated  in  the 
preceding  sentence  is  not  applicable.  As 
to  what  constitutes  ‘'adequate  identifica¬ 
tion",  see  subparagraphs  (2),  (3),  and 

(4)  of  this  paragraph. 

(2)  Identification  of  stock.  An  ade¬ 
quate  identification  is  made  if  it  is  shown 
<hat  certificates  representing  shares  of 
stock  from  a  lot  which  was  purchased  or 
acquired  on  a  certain  date  or  for  a  cer¬ 
tain  price  were  delivered  to  the  tax¬ 
payer’s  transferee.  Except  as  otherwise 
provided  in  subparagraph  (3)  of  this 
paragraph,  the  stock  certificates  de¬ 
livered  to  the  transferee  constitute  the 
stock  sold  or  transferred  by  the  taxpayer. 
Thiis,  unless  the  requirements  of  sub- 
paragraph  (3)  of  thte  paragraph  are  met, 
the  stock  sold  or  transferred  is  charged 
to  the  lot  to  which  the  certificates  de¬ 
livered  to  the  transferee  belong,  whether 
or  not  the  taxpayer  intends,  or  instructs 
his  broker  or  other  agent,  to  sell  or 
transfer  stock  from  a  lot  purchased  or 
acquired  on  a  different  date  or  for  a  dif¬ 
ferent  price. 

(3)  Identification  on  confirmation 
document,  (i)  Where  the  stock  is  left 
in  the  custody  of  a  broker  or  other  agent, 
an  adequate  identification  is  made  if,  at 
the  time  of  the  sale  or  transfer,  the  tax¬ 
payer — 

(a)  Specifies  to  such  broker  or  other 
agent  having  custody  of  the  stock, 
through  whom  the  sale  or  transfer  of 
such  stock  is  made,  the  particular  stock 
to  be  sold  or  transferred,  and 

(b)  Confirmation  of  such  specification 
is  set  forth  in  a  written  document  from 
such  broker  or  other  agent. 

Stock  identified  pursuant  to  this  subdivi¬ 
sion  is  the  stock  sold  or  transferred  by 
the  taxpayer,  even  though  stock  certifi¬ 
cates  from  a  different  lot  are  delivered  to 
the  taxpayer’s  transferee. 

(ii)  Where  a  single  stock  certificate 
represents  stock  from  different  lots, 
where  such  certificate  is  held  by  the  tax¬ 
payer  rather  than  his  broker^  or  other 
agent,  and  where  the  taxpayer  sells  a 
part  of  the  stock  represented  by  such 
certificate  through  a  broker  or  other 
agent,  an  adequate  identification  is  made 
if,  at  the  time  of  the  delivery  of  the 
certificate  to  the  broker  or  other  agent, 
the  taxpayer — 

(o)  Specifies  to  such  broker  or  other 
agent  the  particular  stock  to  be  sold  or 
transferred,  ?ind 
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(b)  Confirmation  of  such  specification 
is  set  forth  in  a  written  document  from 
such  broker  or  agent. 

Where  part  of 'stock  represented  by  a 
single  certificate  is  sold  or  transferred 
directly  by  the  taxpayer  to  the  purchaser 
instead  of  through  a  broker  or  other 
agent,  an  adequate  identification  is  made 
if  the  taxpayer  maintains  a  record  of 
the  particular  stock  which  he  intended  to 
sell  or  transfer. 

<4)  Stock  held  by  a  fiduciary;  identifi¬ 
cation  by  books.  In  the  case  of  a  dis¬ 
tribution  of  stock  by  a  fiduciary,  an 
adequate  identification  is  made  if  the 
fiduciary — 

(i)  Clearly  specifies,  in  its  books  or 
other  appropriate  records,  the  particular 
stock  distributed,  and 

(ii)  Furnishes  the  distributee  with  a 
writ^n  document  setting  forth  such 
information  in'  full. 

’The  rule  of  this  subparagraph  does  not 
apply  where  an  adequate  identification 
can  be  made  under  subparagraph  (2)  or 
where  stock  is  sold  by  a  fiduciary.  ' 

(5)  Subsequent  sales.  If  stock  identi¬ 
fied  under  subparagraph  (3)  or  (4)  of 
this  paragraph  as  belonging  to  a  par¬ 
ticular  lot  is  sold  or  transferred,  the  stock 
so  identified  shall  be  deemed  to  have 
been  sold  or  transferred  and  such  sale  or 
transfer  will  be  taken  into  consideration 
in  identifying  stock  remaining  in  the 
taxpayer’s  hands  which  is  subsequently 
sold  or  transferred. 

(6)  Example.  The  provisions  of  this 
paragraph  may  be  illustrated  by  the  fol¬ 
lowing  example: 

Example,  (i)  The  corpus  of  Trust  A  con¬ 
sists  In  part  of  480  shares  of  the  common 
stock  of  X  Corporation,  purchased  by  the 
trust  on  the  following  dates  and  for  the 
following  prices: 


Number  Date 

of  shares  purchased  Price 

114- . Jan.  1,1947  $14/share. 

40 - June  15, 1949  $19/share. 

250 - July  1, 1953  $12 /share. 

76 - Feb. 1, 1956  $16/share. 


On  March  15,  1956,  the  trust  terminates. 
Under  the  trust  instrument,  the  corpus  is  to 
be  divided  between  8  remaindermen  in  equal 
shares.  For  the  purpose  of  making  an  “ade¬ 
quate  identification”,  the  trustee  may  turn 
in  its  stock  in  X  Corporation  for  8  certificates 
of  60  shares  each  and  distribute^  one  cer¬ 
tificate  to  each  remainderman,  making  the 
following  designation  on  its  books  or  other 
appropriate  records  and  in  a  written  docu¬ 
ment  furnished  to  each  distributee: 

Remainderman  B 


Number  Date 

of  shares  purchased  Price 

14V4 - Jan.  1, 1947  $14/share. 

5 - June  15, 1949  $19/share. 

31 V4 - July  1, 1953  $12 /share. 

QYz - a—  Feb.  1, 1956  $15/share. 


(ii)  If,  following  the  termination  of  Trust 
A,  Remainderman  B  desires  to  sell  5  shares 
of  stock  purchased  on  June  15,  1949,  he  may 
so  specify  to  his  broker  and  deliver  to  the 
latter  the  stock  certificate  representing  60 
shares  of  stock,  receiving  in  return  the  pro¬ 
ceeds  of  sale  plus  a  certificate  (or  certificates) 
for  55  shares  of  stock.  If  the  requirements 
of  subparagraph  (3)  (ii)  of  this  paragraph 
are  met,  an  “adequate  identification”  of 
stock  sold  has  been  made. 

(d)  Special  rules.  For  special  rules  for 
determining  the  basis  for  gain  or  loss  in 


^he  case  of  vessels  acquired  through  the 
Maritime  Commission  (or  its  successor) . 
see  sections  510  and  511  of  the  Merchant 
Marine  Act  of  1936  (46  U.  S.  C.  1160,  . 

1161) .  For  special  rules  for  determining 
the  unadjusted  basis  of  property  recov¬ 
ered  in  respect  of  war  losses,  see  section 
1336.  For  special  rules  for  determining 
the  basis  for  gain  or  loss  in  the  case  of  / 
the  disposition  of  a  share  of  stock  ac¬ 
quired  pursuant  to  the  timely  exercise  of 
a  restricted  stock  option  where  the  op¬ 
tion  price  was  between  85  percent  and 
95  percent  of  the  fair  market  value  of  the 
stock  at  the  time  the  option  was  granted, 
see  section  421  (b) .  For  special  rules  for 
determining  the  basis' and  adjusted  basis 
of  property  acquired  or  improved  with 
the  proceeds  of  a  grant  or  loan  made  to 
a  taxpayer  by  the  United  States  for  the 
encouragement  of  exploration,  develop¬ 
ment,  or  mining  of  critical  and  strategic 
minerals  or  metals,  see  section  621. 

§  1.1012-2  Transfers  in  part  a  sale 
and  in  part  a  gift.  For  rule  relating  to 
basis  of  property  acquired  In  a  transfer 
which  is  in  part  a  gift  and  in  part  a  sale, 
see  §  1.1015-4. 

§  1.1013  Statutory  provisions;  basis 
of  property  included  in  inventory. 

Sec.  1013.  Basis  of  property  included  in 
inventory.  If  the  property  should  have  been 
Included  in  the  last  inventory,  the  basis 
shall  be  the  last  inventory  value  thereof. 

§  1.1013-1  Property  included  in  in¬ 
ventory.  The  baiis  of  property  required 
to  be  included  in  inventory  is  the  last 
inventory  value  of  such  property  in  the 
hands  of  the  taxpayer.  The  require¬ 
ments  with  respect  to  the  valuation  of 
an  inventory  are  stated  in  sections  471, 
472,  and  the  regulations  thereunder. 

§  1.1014  Statutory  provisions;  basis 
of  property  acquired  from  a  decedent. 

Sec.  1014.  Basis  of  property  acquired  from 
a  decedent — (a)  In  general.  Except  as 
otherwise  provided  in  this  section,  the  basis 
of  property  in  the  hands  of  a  person  acquir¬ 
ing  the  property  from  a  decedent  or  to  whom 
the  property  passed  from  a  decedent  shall, 
if  not  sold,  exchanged,  or  otherwise  dis¬ 
posed  of  before  the  decedent’s  death  by  such 
person,  be  the  fair  market  value  of  the  prop¬ 
erty  at  the  date  of  the  decedent’s  death,  or, 
in  the  case  of  an  election  under  either  sec¬ 
tion  2032  or  section  811  (j)  of  the  Internal 
Revenue  Code  of  1939  where  the  decedent 
died  after  October  21,  1942,  its  value  at  the 
applicable  valuation  date  prescribed  by  those 
sections. 

(b)  Property  acquired  from  the  decedent. 
For  purposes  of  subsection  (a) ,  the  following 
property  shall  be  considered  to  have  been 
acquired  from  or  to  have  passed  from  the 
decedent: 

(1)  Property  acquired  by  bequest,  devise, 
or  inheritance,  or  by  the  decedent’s  estate 
from  the  decedent; 

(2)  Property  transferred  by  the  decedent 
during  his  Uptime  in  trust  to  pay  the  in¬ 
come  for  life  To  or  on  the  order  or  direction 
of  the  decedent,  with  the  right  reserved  to 
the  decedent  at  all  times  before  his  death 
to  revoke  the  trust; 

(3)  In  the  case  of  decedents  dying  after 
December  31,  1951,  property  transferred  by 
the  decedent  during  his  lifetime  in  trust  to 
pay  the  income  for  life  to  or  on  the  order 
or  direction  of  the  decedent  with  the  right 
reserved  to  the  decedent  at  all  times  before 
his  death  to  make  any  change  in  the  enjoy¬ 
ment  thereof  through  the  exercise  of  a  power 
to  alter,  amend,  or  terminate  the  trust; 
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(4)  Property  passing  without  full  and 
adequate  consideration  under  a  general 
power  of  appointment  exercised  by  the 
decedent  by  will;  . 

(5)  In  the  case  of  decedents  dying  after 
August  26,  ld37,  prpperty  acquired  by  be¬ 
quest,  devise,  or  Inheritance  or  by  the 
decedent’s  estate  from  the  decedent,,lf  the 
property  consists  of  stock  or  securities  of  a 
foreign  corporation,  which  with  respect  to  Its 
taxable  year  next  preceding  the  date  of  the 
decedent’s  death  was,  under  the  law  Appli¬ 
cable  to  such  year,  a  foreign  personal  hold¬ 
ing  company.  In  such  case,  the  basis  shall 
be  the  fair  market  value  of  such  property  at 
the  date  of  the  decedent’s  death  or  the  basis 
in  the  hands  of  the  decedent,  whichever  is 
lower; 

(6)  In  the  case  of  decedents  dying  after 
December  31,  1947,  property  which  represents 
the  surviving  spouse’s  one-half  share  of  com¬ 
munity  property  held  by  the  decedent  and 
the  surviving  spouse  under  the  community 
property  laws  of  any  State,  Territory,  or 
possession  of  the  United  States  or  any  foreign 
country,  if  at  least  one-half  of  the  whole  of 
the  conununity  interest  in  such  property  was 
includible  in  determining  the  value  of  the 
decedent’s  gross  estate  under  chapter  11  of 
subtitle  B  (section  2001  and  following,  re¬ 
lating  to  estate  tax)  or  section  811  of  the 
Internal  Revenue  Code  of  1939; 

(7)  In  the  case  of  decedents  dying  after 
October  21,  1942,  and  on  or  before  December 
31,  1947,  such  part  of  any  property,  repre¬ 
senting  the  surviving  spouse’s  one-half  share 
of  property  held  by  a  decedent  and  the  sur¬ 
viving  spouse  under  the  community  property 
laws  of  any  State,  Territory,  or  possession  of 
the  United  States  or  any  foreign  country,  as 
was  included  in  determining  the  value  of  the 
gross  estate  of  the  decedent,  if  a  tax  under 
chapter  3  of  the  Internal  Revenue  Code  of 
19^9  was  payable  on  the  transfer  of  the  net 
estate  of  the  decedent.  In  such  case,  nothing 
in  this  paragraph  shall  reduce  the  basis  below 
that  which  would  exist  if  the  Revenue  Act  of 
1948  had  not  been  enacted; 

(8)  In  the  case  of  decedents  dying  after 
December  31,  1950,  and  before  January  1, 
1954,  property  which  represents  the  survivor’s 
interest  in  a  Joint  and  survivor’s  annuity  if 
the  value  of  any  part  of  such  interest  was  re¬ 
quired  to  be  included  in  determining  the 
value  of  decedent’s  gross  estate  under  sec¬ 
tion  811  of  the  Internal  Revenue  Code  of 
1939; 

(9)  In  the  case  of  decedents  dying  after 
December  31,  1953,  property  acquired  from 
the  decedent  by  reason  of  death,  form  of 
ownership,  or  other  conditions  (including 
property  acquired  through  the  exercise  or 
non-exercise  of  a  power  of  appointment),  if 
by  reason  thereof  the  property  is  required  to 
be  included  in  determining  the  value  of  the 
decedent’s  gross  estate  under  chapter  11  of 
subtitle  B  or  under  the  Internal  Revenue 
Code  of  1939.  In  such  case,  if  the  property 
is  acquired  before  the  death  of  the  decedent, 
the  basis  shall  be  the  amount  determined 
under  subsection  (a)  reduced  by  the  amount 
allowed  to  the  taxpayer  as  deductions  in  com¬ 
puting  taxable  Income  under  this  subtitle 
or  prior  income  tax  laws  for  exhaustion,  wear 
and  tear,  obsolescence,  amortization,  and  de¬ 
pletion  on  such  property  before  the  death  of 
the  decedent.  Such  basis  shall  be  applicable 
to  the  projjerty  commencing  on  the  death  of 
the;  decedent.  This  parargaph  shall  not  apply 
to — - 

(A)  Annuities  described  in  section  72; 

(B)  Property  to  which  paragraph  (6) 
would  apply  if  the  property  had  been  ac¬ 
quired  by  bequest;  and 

(C)  Property  described  in  any  other  para¬ 
graph  of  this  subsection. 

(c)  Property  representing  income  in  re¬ 
spect  of  a  decedent.  This  section  shall  not 
apply  to  property  which  constitutes  a  right 
to  receive  an  item  of  Income  in  respect  of  a 
decedent  under  section  691. 


(d)  Employee  stock  ovtions.  This  section 
shall  not  apply  to  restricted  stock  options 
described  in  section  421  which  the  employee 
has  not  exercised  at  death. 

§  1.1014-1  Basis  of  property  acquired 
from  a  decedent — (a)  General  rule.  The 
purpose  of  section  1014  is,  in  general,  to 
provide  a  basis  for  property  acquired 
from  a  decedent  which  is  equal  to  the 
value  placed  upon  such  property  for  pur¬ 
poses  of  the  Federal  estate  tax.  Accdrd- 
ingly,  the  general  rule  is  that  the  basis 
of  property  acquired  from  £L.decedent  is 
the  fair  market  value  of  such  property  at 
the  date  of  the  decedent’s  death,  or,  if 
the  decedent’s  executor  so  elects,  at  the 
alternate  valuation  date  prescribed  in 
section  2032,  or  in  section  811  (j)  of  the 
Internal  Revenue  Code  of  1939.  Prop¬ 
erty  acquired  from  a  decedent  includes, 
principally,  property  acquired  by  bequest, 
devise,  or  inheritance,  and,  in  the  case 
of  decedents  dying  after  December  31, 
1953,  property  required  to  be  included 
in  determining  the  value  of  the  dece¬ 
dent’s  gross  estate  under  any  provision 
of  the  Internal  Revenue  Code  of  1954  or 
the  Internal  Revenue  Code  of  1939.  The 
general  rule  governing  basis  of  property 
acquired  from  a  decedent,  as  well  as 
other  rules  prescribed  elsewhere  in  this 
section,  shall  have  no  application  if  the 
property  is  sold,  exchanged,  or  otherwise 
disposed  of  before  the  decedent’s  death 
by  the  person  who  acquired  the  property 
from  the  decedent.  For  general  rules 
on  the  applicable  valuation  date  where 
the  executor  of  a  decedent’s  estate  elects 
under  section  2032,  or  under  section 
811  (j)  of  the  Internal  Revenue  Code  of 
1939,  to  value  the  decedent’s  gross 
estate  at  the  alternate  valuation  date 
prescribed  in  such  sections,  see 
§  1.1014-3  (e). 

(b)  Scope  and  application.  With  cer¬ 
tain  limitations,  the  general  rule  de¬ 
scribed  in  paragraph  (a)  of  this  section 
is  applicable  to  the  classes  of  property 
described  in  paragraphs  (a)  and  (b)  of 
§  1.1014-2.  Special  basis  rules  with  re¬ 
spect  to  the  basis  of  certain  other  prop¬ 
erty  acquired  from  a  decedent  are  set 
forth  in  §  1.1014-2  (c) .  'Thesq  special 
rules  concern  certain  stock  or  securities 
of  a  foreign  personal  holding  company 
and  the  surviving  spouse’s  one-half  share 
of  community  property  held  with  a  de¬ 
cedent  dying  after  October  21,  1942,  and 
on  or  before  December  31,  1947.  In  this 
section  and  §§  1.1014-2  to  1.1014-6,  in¬ 
clusive,  whenever  the  words  “property 
aPcquir^  from  a  decedent’’  are  used^they 
shall  also  mean  “property  passed  'from 
a  decedent’’  and  the  phrase  “person  who 
acquired  it  from  the  decedent”  shall  in¬ 
clude  the  “person  to  whom  it  passed 
from  the  decedent.’’ 

(c)  Property  to  which  section  1014 
does  not  apply.  Section  1014  shall  have 
no  application  to  the  following  classes  of 
property: 

(1)  Property  which  constitutes  a  right 
to  receive  an  item  of  income  in  respect 
of  a  decedent  under  section  691;  and 

(2)  Restricted  stock  options  described 
In  section  421  which  the  employee  has 
not  exercised  at  death,  regardless  of  the 
date  on  which  the  emt^oyee  died. 

§  1.1014-2  property  acquired  from  a 
decedent — i&)  In  general.  The  following 


property,  except  where  otherwise  indi¬ 
cated,  is  considered  to  have  been  ac- 
qiUred  from  a  decedent  and  the  basis 
thereof  is  determined  in  accordance 
with  the  general  rule  in  §  1.1014-1: 

(1)  Without  regard  to  the  date  of  the 
decedent’s  death,  property  acquired  by 
bequest,  devise,  or  inheritance,  or  by  the 
decedent’s  estate  from  the  decedent, 
whether  the  property  was  acquired  under 
the  decedent’s  will  or  under  the  law  gov¬ 
erning  the  descent  and  distribution  of 
the  property  of  decedents.  However,  see 
paragraph  (c)  (1)  of  this  section  if  the 
property  was  acquired  by  bequest  or  in¬ 
heritance  from  a  decedent  dying  after 
August  26,  1937,  and  if  such  property 
consists  of  stock  or  securities  of  a  for¬ 
eign  personal  holding  company. 

(2)  Without  regard  to  the  date  of  the 
decedent’s  death,  property  transferred 
by  the  decedent  during  his  lifetime  in 
trust  to  pay  the  income  for  life  to  or  on 
the  order  or  direction  of  the  decedent, 
with  the  right  reserved  to  the  decedent 
at  all  times  before  his  death  to  revoke 
the  trust. 

(3)  In  the  case  of  decedents  dying 
after  December  31,  1951,  property  trans¬ 
ferred  by  the  decedent  during  his  . life¬ 
time  in  trust  to  pay  the  income  for  life 
to  or  on  the  order  or  direction  of  the 
decedent  with  the  right  reserved  to  the 
decedent  at  all  times  before  his  death  to 
make  any  change  in  the  enjojrment 
thereof  through  the  exercise  of  a  power 
to  alter,  amend,  or  terminate  the  trust. 

(4)  Without  regard  to  the  date  of  the 
decedent’s  death,  property  passing  with¬ 
out  full  and  adequate  consideration  un¬ 
der  a  general  power  of  appointment 
exercised  by  the  decedent  by  will.  (See 
section  2041  (b)  for  definition  of  general 
power  of  appointment.) 

(5)  In  the  case  of  decedents  dying  af¬ 
ter  December  31,  1947,  property  which 
represents  the  surviving  spouse’s  one- 
half  share  of  community  property  held 
by  the  decedent  and  the  surviving  spouse 
under  the  community  property  laws  of 
any  State,  Territory,  or  possession  of  the 
United  States  or  any  foreign  country,  if 
at  least  one-half  of  the  whole  of  the 
community  interest  in  that  property  was 
includible  in  determi^j^ing  the  value  of 
the  decedent’s  gross  estate  under  part 
in  of  chapter  11  (relating  to  the  estate 
tax)  or  section  811  of  the  Internal 
Revenue  Code  of  1939.  It  is  not  neces¬ 
sary  for  the  application  of  this  subpara¬ 
graph  that  an  estate  tax  return  be 
required  to  be  filed  for  the  estate  of  the 
decedent  or  that  an  estate  tax  be  payable. 

(6)  In  the  case  of  decedents  dying 
after  December  31. 1950,  and  before  Jan¬ 
uary  1,  1954,  property  which  represents 
the  survivor’s  interest  in  a  Joint  and  sur¬ 
vivor’s  annuity  if  the  value  of  any  part 
of  that  interest  was  required  to  be  in¬ 
cluded  in  determining  the  value  of  the 
decedent’s  gross  estate  under  section  811 
of  chapter  3  of  the  Internal  Revenue 
Code  of  1939.  It  is  necessary  only  that 
the  value  of  a  part  of  the  survivor’s  in¬ 
terest  in  the  annuity  be  includible  in 
the  gross  estate  under  section  811.  It  is 
not  necessary  for  the  application  of  this 
subparagraph  that  an  estate  tax  return 
be  required  to  be  filed  for  the  estate  of 
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the  decedent  or  that  an  estate  tax  be 
payable. 

(b)  Property  acquired  from  a  decedent 
dying  after  December  31.  1953 — (1)  In 
general.  In  addition  to  the  property  de* 
scribed  in  paragraph  (a)  of  this  section, 
and  except  as  otherwise  provided  in  sub* 
paragraph  (3)  of  this  paragraph,  in  the 
case  of  a  decedent  dying  after  December 
31, 1953,  property  shall  also  be  considered 
to  have  been  acquired  from  the  decedent 
to  the  extent  that  both  of  the  following 
conditions  are  met:  (i)  the  property  was 
acquired  from  the  decedent  by  reason 
of  death,  form  of  ownership,  or  other 
conditions  (including  property  acquired 
through  the  exercise  or  non>exercise  of 
a  power  of  appointment),  and  (ii)  the 
property  is  includible  in  the  decedent’s 
gross  estate  under  the  provisions  of  the 
Internal  Revenue  Code  of  1954,  or  1939, 
because  of  such  acquisition.  The  basis 
of  such  property  in  the  hands  of  the 
parson  who  acquired  it  from  the  dece¬ 
dent  shall  be  determined  in  accordance 
with  the  general  rule  in  §  1.1014-1.  See, 
however,  §  1.1014-6  for  special  adjust¬ 
ments  if  such  property  is  acquired  before 
the  death  of  the  decedent.  See  also  sub- 
paragraph  (3)  for  a  description  of 
property  not  within  the  scope  of  this 
paragraph. 

(2)  Rules  for  the  application  of  sub- 
paragraph  (1).  Except  as  provided  in 
subparagraph  (3),  this  paragraph  gen¬ 
erally  includes  all  property  acquired 
from  a  decedent,  which  is  includible  in 
the  gross  estate  of  the  decedent  if  the 
decedent  died  after  December  31,  1953. 
It  is  not  necessary  for  the  application  of 
this  paragraph  that  an  estate  tax  return 
be  required  to  be  filed  for  the  estate  of 
the  decedent  or  that  an  estate  tax  be 
payable.  Property  acquired  prior  to  the 
death  of  a  decedent  which  is  includible 
in  the  decedent’s  gross  estate,  such  as 
property  transferred  by  a  decedent  in 
contemplation  of  death,  and  property 
held  by  a  taxpayer  and  the  decedent  as 
joint  tenants  or  as  tenants  by  the  entire¬ 
ties  is  within  the  scope  of  this  paragraph. 
Also,  this  paragraph  includes  property 
acquired  through  the  exercise  or  non¬ 
exercise  of  a  power  of  appointment  where 
such  property  is  inclu^ble  in  the  de¬ 
cedent’s  gross  estate.  It  does  not  include 
property  not  includible  in  the  decedent’s 
gross  estate  such  as  property  not  situ¬ 
ated  in  the  United  States  acquired  from 
a  nonresident  who  is  not  a  citizen  of  the 
United  States. 

(3)  Exceptions  to  application  of  para¬ 
graph  ib) .  The  rules  in  paragraph  (b) 
are  not  applicable  to  the  following  prop¬ 
erty: 

(i)  Annuities  described  in  section  72; 

(ii)  Stock  or  securi,ties  of  a  foreign 
personal  holding  company  as  described 
in  section  1014  (b)  (5)  (see  paragraph 

(c)  (1)  of  this  section); 

(iii)  Property  described  in  any  para¬ 
graph  other  than  paragraph  (9)  of  sec¬ 
tion  1014  (b) .  See  paragraphs  (a)  and 
(c)  of  this  section. 

In  illustration  of  subdivision  (ii),  as¬ 
sume  that  A  acquired  by  gift  stock  of  a 
character  described  in  paragraph  (c)  (1) 
of  this  section  from  a  donor  and  upon 
the  death  of  the  donor  the  stock  was  in¬ 
cludible  in  the  donor’s  estate  as  being  a 


gift  in  contemplation  of  death.  A’s  basis 
in  the  stock  would  not  be  determined  by 
reference  to  its  fair  market  value  at  the 
donor’s  death  under  the  general  rule  in 
section  1014  (a) .  Furthermore,  the  spe¬ 
cial  basis  rules  prescribed  in  paragraph 
(c)  (1)  are  not  applicable  to  such  prop¬ 
erty  acquired  by  gift  in  contemplation  of 
death.  It  will  be  necessary  to  refer  to  the 
rules  in  section  1015  (a)  to  determine  the 
basis. 

(c)  Special  basis  rules  with  respect  to 
certain  property  acquired  from  a  dece¬ 
dent — ( 1 )  Stock  or  securities  of  a  foreign 
personal  holding  company.  ■  The  basis  of 
certain  stock  or  securities  of  a  foreign 
corporation  which  was  a  foreign  personal 
holding  company  with  respect  to  its  tax¬ 
able  year  next  preceding  the  date  of  the 
decedent’s  death  is  governed  by  a  special 
rule.  If  such  stock  was  acquired  from  a 
decedent  dying  after  August  26,  1937,  by 
bequest  or  inheritance,  or  by  the  dece¬ 
dent’s  estate  from  the  decedent,  the  basis 
of  the  property  in  the  hands  of  the  per¬ 
son  who  so  acquired  it  (notwithstand¬ 
ing  any  other  provision  of  section  1014) 
shall  be  the  fair  market  value  of  such 
property  at  the  date  of  the  decedent’s 
death  or  the  adjusted  basis  of  the  stock  in 
the  hands  of  the  decedent,  whichever  is 
lower. 

(2)  Spouse’s  interest  in  community 
property  of  decedent  dying  after  October 
21.  1942,  and  on  or  before  December  31, 
1947.  In  the  case  of  a  decedent  dying 
after  October  21,  1942,  and  on  or  before 
December  31,  1947,  a  special  rule  is  pro¬ 
vided  for  determining  the  basis  of  such 
part  of  any  property,  representing  the 
surviving  spouse’s  one-half  share  of 
property  held  by  the  decedent  and  the 
surviving  spouse  under  the  community 
property  laws  of  any  State,  'Territory,  or 
possession  of  the  United  States  or  any 
foreign  country,  as  was  fiicluded  in  deter¬ 
mining  the  value  of  the  decedent’s  gross 
estate,  if  a  tax  under  chapter  3  of  the 
Internal  Revenue  Code  of  1939  was  pay¬ 
able  upon  the  decedent’s  net  estate.  In 
such  case  the  basis  shall  be  the  fair 
market  value  of  such  part  of  the  property 
at  the  date  of  death  (or  the  optional 
valuation  elected  under  section  811  (j) 
of  the  Internal  Revenue  Code  of  1939)  or 
the  adjusted  basis  of  the  property  deter¬ 
mined  without  regard  to  this  siibpara- 
graph,  whichever  is  the  higher. 

§1.1014-3  Other  basis  rules — (a)  Fair 
market  value.  For  purposes  of  this  sec¬ 
tion  and  §  1.1014-1,  the  value  of  property 
as  of  the  date  of  the  decedent’s  death  a^ 
i^ppraised  for  the  purpose  of  the  Federal 
estate  tax  or  the  alternate  value  as  ap¬ 
praised  for  such  purpose,  whichever  is 
applicable,  shall  be  deemed  to  be  its  fair 
market  value.  If  no  estate  tax  return  is 
required  to  be  filed  under  section  6018  (or 
under  section  821  or  864  of  the  Internal 
Revenue  Code  of  1939)  the  value  of  the 
property  appraised  as  of  the  date  of  the 
decedent’s  death  for  the  purpose  of  State 
inheritance  or  transmission  taxes  shall  be 
deemed  to  be  its  fair  market  value  and 
no  alternate  valuation  date  shall  be 
applicable. 

(b)  Property  acquired  from  a  decedent 
dying  before  March  1, 1913.  If  the  dece¬ 
dent  died  before  March  1,  1913,  the  fair 
market  value  on  that  date  is  taken  in 


lieu  of  the  fair  market  value  on  the  date 
of  death,  but  only  to  the  same  extent 
and  for  the  same  purposes  as  the  fair 
market  value  on  March  1,  1913,  is  taken 
under  section  1053. 

(c)  Reinvestments  •  by  a  fiduciary. 
The  basis  of  property  acquired  after  the 
death ’of  the  decedent  by  a  fiduciary  as 
an  investment  is  the  cost  or  other  basis 
of  such  property  to  the  fiduciary,  and 
not  the  fair  market  value  of  such  prop¬ 
erty  at  the  death  of  the  decedent.  For 
example,  the  executor  of  an  estate  pur¬ 
chases  stock  of  X  company  at  a  price  of 
$100  per  share  with  the  proceeds  of  the 
sale  of  property  acquired  from  a  debe- 
dent.  At  the  date  of  the  decedent’s 
death  the  fair  market  value  of  such  stock 
was  $98  per  share.  The  basis  of  such 
stock  to  the  executor  or  to  a  legatee, 
assuming  the  stock  is  distributed,  is  $100 
per  share. 

(d)  Reinvestments  of  property  trans¬ 
ferred  during  life.  Where  property  is 
transferred  by  a  decedent  during  Ufe  and 
the  property  is  sold,  exchanged,  or  other¬ 
wise  disposed  of  before  the  decedent’s 
death  by  the  person  who  acquired  the 
property  from  the  decedent,  the  general 
rule  stated  in  §  1.1014-1  (a)  shall  not 
apply  to  such  property.  However,  in 
such  a  case,  the  basis  of  any  property 
acquired  by  such  donee  in  exchange  for 
the  original  property,  or  of  any  property 
acquired  by  the  donee  through  reinvest¬ 
ing  the  proceeds  of  the  sale  of  the  origi- 
nal  property,  shall  be  the  fair  market 
value  of  the  property  thus  acquired  at 
the  date  of  the  decedent’s  death  (or 
applicable  alternate  valuation  date)  if 
the  property  thus  acquired  is  properly 
included  in  the  decedent’s  gross  estate 
for  Federal  estate  tax  purposes.  These 
rules  also  apply  to  property  acquired  by 
the  donee  in  any  further  exchanges  or  in 
further  reinvestments.  For  example,  on 
January  1,  1956,  the  decedent  made  a 
gift  of  real  property  to  a  trust  for  the 
benefit  of  his  children,  reserving  to  him¬ 
self  the  power  to  revoke  the  trust  at  will. 
Prior  to  the  decedent’s  death  the  trustee 
sold  the  real  property  and  invested  the 
proceeds  in  stock  of  the  Y  company  at 
$50  per  share.  At  the  time  of  the  dece¬ 
dent’s  death  the  value  of  such  stock  was 
$75  per  share.  The  corpus  of  the  trust 
was  required  to  be  included  in  the  dece¬ 
dent’s  gross  estate  owing  to  his  reserva¬ 
tion  of  the  power  of  revocation.  The 
basis  of  the  Y  company  stock  following 
the  decedent’s  death  is  $75  per  share'. 
Moreover,  if  the  trustee  sold  the  Y  Com¬ 
pany  stock  befo^^e  the  decedent’s  death 
for  $65  a  share  and  reinvested  the  pro¬ 
ceeds  in  Z  company  stock  which  in¬ 
creased  in  value  to  $83  per  share  at  the 
time  of  the  decedent’s  death,  the  basis 
of  the  Z  company  stock  following  the 
decedent’s  death  would  be  $85  per  share. 

(e)  Alternate  valuation  dates.  Section 
1014  (a)  provides  a  special  rule  appli¬ 
cable  in  determining  the  basis  of  prop¬ 
erty  described  in  §  1.1014-2  where — 

(1)  The  property  is  includible  in  the 
gross  estate  of  a  decedent  who  died  after 
October  21,  1942,  and 

(2)  'The  executor  elects  for  estate  tax 
purposes  imder  section  2032,  or  section 
811  (j)  of  the  Internal  Revenue  Code  of 
1939,  to  value  the  decedent’s  gross  estate 
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at  the  alternate  valuation  date  pre¬ 
scribed  in  such  sections. 

In  those  cases,  the  value  applicable  in 
determining  the  basis  of  the  property  is 
not  the  value  at  the  date  of  the  dece¬ 
dent’s  death  but  (with  certain  limita¬ 
tions)  the  value  at  the  date  one  year 
after  his  death  if  not  distributed,  sold, 
exchanged,  or  otherwise  disposed  of  in 
the  meantime.  If  such  property  was 
distributed,  sold,  exchanged,,  or  other¬ 
wise  disposed  of  within  one  year  after 
the  date  of  the  decedent’s  death  by  the 
person  who  acquired  it  from  the  dece¬ 
dent,  the  value  applicable  in  determining 
the  basis  is  its  value  as  of  the  date  of 
such  distribution,  sale,  exchange,  or 
other  disposition.  For  illustrations  of 
the  operation  of  this  paragraph,  see  the 
estate  tax  regulations  imder  section  2032. 

§  1.1014-4  Uniformity  of  basis;  ad¬ 
justment  to  basis — (a)  In  general.  (1) 
The  basis  of  property  acquired  from  a 
decedent,  as  determined  under  section 
1014  (a),  is  uniform  in  the  hands  of 
every  person  having  possession  or  enjoy¬ 
ment  of  the  property  at  any  time  under 
the  will  or  other  instrument  or  under 
the  laws  of  descent  and  distribution. 
The  principle  of  uniform  basis  means 
that  the  basis  of  the  property  (to  which 
proper  adjustments  must,  of  course,  be 
made)  will  be  the  same,  or  imiform, 
whether  the  property  is  possessed  or  en¬ 
joyed  by  the  executor  or  administrator, 
the  heir,  the  legatee  or  devisee,  or  the 
trustee  or  beneficiary  of  a  trust  created 
by  a  will  or  an  inter  vivos  trust.  In  de¬ 
termining  the  amount  allowed  or  allow¬ 
able  to  a  taxpayer  in  computing  taxable 
income  as  deductions  for  depreciation  or 
depletion  under  section  1016  (a)  (2), 
the  uniform  basis  of  the  property  shall  at 
all  times  be  used  and  adjusted.  The  sale, 
exchange,  or  other  disposition  by  a  life 
tenant  or  remainderman  of  his  interest 
in  property  will,  for  purposes  of  this  sec¬ 
tion,  have  no  effect  upon  the  uniform 
basis  of  the  property  in  the  hands  of 
those  who  acquired  it  from  the  decedent. 
Thus,  gain  or  loss  on  sale  of  trust  assets 
by  the  trustee  will  be  determined  with¬ 
out  regard  to  the  prior  sale  of  any  inter¬ 
est  in  the  property.  Moreover,  any  ad¬ 
justment  for  depreciation  shall  be  made 
to  the  uniform  basis  of  the  property 
without  regard  to  such  prior  sale,  ex¬ 
change,  or  other  disposition. 

(2)  Under  the  law  governing  wills  and 
the  distribution  of  the  property  of  dece¬ 
dents,  all  titles  to  property  acquired  by 
bequest,  devise,  or  inheritance  relate 
back  to  the  death  of  the  decedent,  even 
though  the  interest  of  the  person  taking 
the  title  was,  at  the  date  of  death  of  the 
decedent,  legal,  equitable,  vested,  con¬ 
tingent,  general,  specific,  residual,  condi¬ 
tional,  executory,  or  otherwise.  Accord¬ 
ingly,  there  is  a  common  acquisition  date 
for  all  titles  to  property  acquired  from 
a  decedent  within  the  meaning  of  section 
1014,  and,  for  this  reason,  a  common  or 
uniform  basis  for  all  such  interests.  For 
example,  if  distribution  of  personal  prop¬ 
erty  left  by  a  decedent  is  not  made  until 
one  year  after  his  death,  the  basis  of  such 
,  property  in  the  hands  of  the  legatee  is  its 
fair  market  value  at  the  time  when  the 
decedent  died,  and  noi  when  the  legatee 
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actually  received  the  property.  If  the 
bequest  is  of,  the  residue  to  trustees  in 
trust,  and  the  executors  do  not  distribute 
the  residue  to  such  trustees  until  five 
years  after  the  death  of  the  decedent,  the 
basis  of  each  piece  of  property  left  by 
the  decedent  and  thus  received,  in  the 
hands  of  the  trustees,  is  its  fair  market 
value  at  the  time  when  the  decedent  dies. 
If  the  bequest  is  to  trustees  in  trust  to 
pay  to  A  during  his  lifetime  the  income 
of  the  property  bequeathed,  and  after  his 
death  to  distribute  such  property  to  the 
survivors  of  a  class,  and  upon  A’s  death 
the  property  is  distributed  to  the  tax¬ 
payer  as  the  sole  survivor,  the  basis  of 
such  property^  in  the  hands  of  the  tax¬ 
payer,  is  its  fair  market  value  at  the  time 
when  the  decedent  died.  The  purpose  of 
the  Internal  Revenue  Code  in  prescrib¬ 
ing  a  general  uniform  basis  rule  for  prop¬ 
erty  acquired  from  a  decedent  is,  on  the 
one  hand,  to  tax  the  gain,  in  respect  of 
such  property,  to  him  who  realizes  it 
(without  regard  to  the  circumstance  that 
at  the  death  of  the  decedent  it  may  have 
been  quite  uncertain  whether  the  tax¬ 
payer  would  take  or  gain ’anything) ;  and, 
on  the  other  hand,  not  to  recognize  as 
gain  any  element  of  value  resulting  solely 
from  the  circumstance  that  the  posses¬ 
sion  or  enjoyment  of  the  taxpayer  was 
postponed.  Such  postponement  may  be, 
for  example,  imtil  the  administration  of 
the  decedent’s  estate  is  completed,  until 
the  period  of  tjie  possession  or  enjoyment 
of  another  has  terminated,  or  until  an 
imcertain  event  has  happened.  It  is  the 
increase  or  decrease  in  the  value  of  prop¬ 
erty  reflected  in  a  sale  or  other  disposi¬ 
tion  which  is  recognized  as  the  measure 
of  gain  or  loss. 

(3)  The  principles  stated  in  subpara- 
.  graphs  (1)  and  (2)  of  this  paragraph  do 
not  apply  to  property  transferred  by  an 
executor,  administrator  or  trustee,  to  an 
heir,  legatee,  devisee  or  beneficiary  under 
circumstances  such  that  the  transfer 
constitutes  a  sale  or  exchange.  In  such 
a  case,  gain  or  loss  must  be  recognized  by 
the  transferor  to  the  extent  required  by 
the  revenue  laws,  and  the  transferee  ac¬ 
quires  a  basis  equal  to  the  fair  market 
value  of  the  property  on  the  date  of  the 
transfer.  Thus,  for  example,  if  the  trus¬ 
tee  of  a  trust  created  by  will  transfers  to 
a  beneficiary,  in  satisfaction  of  a  specific 
bequest  of  $10,000,  securities  which  had  a 
fair  market  value  of  $9,000  on  the  date  of 
the  decedent’s  death  and  $10,000  on  the 
date  of  the  transfer,  the  trust  realizes  a 
taxable  gain  of  $1,000  and  the  basis  of  the 
securities  in  the  hands  of  the  beneficiary 
would  be  $10,000.  As  a  further  example, 
if  the  executoif  of  an  estate  transfers  to  a 
trust  property  worth  $200,000,  which  had 
a  fair  market  value  of  $175,000  on  the 
date  of  the  decedent’s  death,  in  satisfac¬ 
tion  of  the  decedent’s  bequest  in  trust  for 
the  benefit  of  his  wife  of  cash  or  securi¬ 
ties  to  be  selected  by  the  executor  in  an 
amount  sufficient  to  utilize  the  marital 
deduction  to  the  maximum  extent  au¬ 
thorized  by  law  (after  taking  into  consid¬ 
eration  any  other  property  qualifying  |or 
the  marital  deduction),  capital  gain  in 
the  amount  of  $25,000  would  be  realized 
by  the  estate  and  the  basis  of  the  prop¬ 
erty  in  the  hands  of  the  trustees  would 
be  $200,000.  If,  on  the  other  hand,  the 
decedent  bequeathed  a  fraction  of  his 


residuary  estate  to  a  trust  for  the  benefit 
of  his  wife,  which  fraction  will  not 
change  regardless  of  any  fluctuations  in 
value  of  property  in  the  decedent’s  estate 
after  his  death,  no  gain  or  loss  would  be 
realized  by  the  estate  upon  transfer  of 
property  to  the  trust,  and  the  basis  of  the 
property  in  the  hands  of  the  trustee 
would  be  its  fair  market  value  on  the  date 
of  the  decedent’s  death  or  on  the  alter¬ 
nate  valuation  date. 

(b>  Multiple  interests.  Where  more 
thaii  one  person  has  an  interest  in  prop¬ 
erty  acquired  from  a  decedent,  the  basis 
of  such  property  shall  be  determined  and 
adjusted  without  regard  to  the  multiple 
interests.  The  basis  for  computing  gain 
or  loss  On  the  sale  of  any  one  of  such 
multiple  interests  shall  be  determined 
under  §  1.10i4-5.  Thus,  the  deductions 
for  depreciation  and  for  depletion  al¬ 
lowed  or  allowable,  under  sections  167 
and  611,  to  a  legal  life  tenant  as  if  the 
life  tenant  were  the  absolute  owner  of 
the  property,  constitute  an  adjustment 
to  the  basis  of  the  property  not  only  in 
the  hands  of  the  life  tenant,  but  also 
in  the  hands  of  the  remainderman  and 
every  other  person  to  whom  the  same 
uniform  basis  is  applicable.  Similarly, 
the  deductions  allowed  or  allowable 
under  sections  167  and  611,  both  to  the 
trustee  and  to  the  trust  beneficiaries, 
constitute  an  adjustment  to  the  basis  of 
the  property  not  only  in  the  hands  of 
the  trustee,  but  also  in  the  hands  of  the 
trust  beneficiaries  and  every  other  per¬ 
son  to  whom  the  uniform  basis  is  appli¬ 
cable.  See,  however,  section  262.  Simi¬ 
larly,  adjustments  in  respect  of  capital 
expenditures  or  losses,  tax-free  distribu¬ 
tions,  or  other  distributions  applicable  in 
reduction  of  basis,  or  other  items  for 
which  the  basis  is  adjustable  are  made 
without  regard  to  which  one  of  the  per¬ 
sons  to  whom  the  same  uniform  basis 
is  applicable  makes  the  capital  expendi¬ 
tures  or  sustains'  the  capital  losses,  or 
to  whom  the  taxrfree  or  other  distribu¬ 
tions  are  made,  t>r  to  whom  the  deduc¬ 
tions  are  allowed  or  allowable.  See 
§  1.1014-6  for  adjustments  in  respect  of 
property  acquired  from  a  decedent  prior 
to  his  death. 

(c)  Records.  The  executor  or  other 
legal  representative  of  the  decedent,  the 
fiduciary  of  a  trust  under  a  will,  the  life 
tenant  and  every  other  person  to  whom 
a  uniform  basis  under  this  section  is 
applicable,  shall  maintain  records  show¬ 
ing  in  detail  all  deductions,  distributions, 
or  other  items  for  which  adjustment  to 
ba^s  is  required  to  be  made  by  sections 
1019  and  1017,  and  shall  furnish  to  the 
district  director  such  information  with 
respect  to  those  adjustments  as  he  may 
require. 

§  1.1014-5  Gain  or  loss—(.&)  Sale  or 
other  disposition  of  a  life  'interest,  re¬ 
mainder  interest,  or  other  interest  in 
property  acquired  from  a  decedent.  (1) 
The  gain  or  loss  from  a  sale  or  other 
disposition  of  a  life  interest,  remainder 
interest,  or  other  interest  in  property 
acquired  from  a  decedent  is  determined 
by  comparing  the  amount  of  the  pro¬ 
ceeds  with  the  amount  of  that  part  of 
the  adjusted  uniform  basis  which  is  as¬ 
signable  to  the  interest  sold  or  otherwise 
disposed  of.  The  adjusted  uniform 
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Factor  for 
life 

Interest 


Factor  for 
remainder 
Interest  . 


Age  of  measuring  life 


0.40936 

.39679 

.38422 

.37165 

.35911 

.34663 

.33420 

.32186 

.30962 

.29750 

.28552 

.27370 

.26205 

.2.'i059 

.23934 

.22831 

.21752 

.20698 

.19670 

.18671 

.17700 

.16759 


0.59064 

.60321 

.61578 

.62835 

.64089 

.65337 

.66.580 

.67814 

.69038 

.70250 

.71448 

.72630 

.73795 

.74941 

.76066 

.77169 

.78248 

.79302 

.80330 

.81329 

.82300 

.83241 


of  the  Makehamized  mortality  table  and  surviving  spouse’s  interest  in  the  prop- 
interest  at  the  rate  of  3  ^4  percent  a  year,  erty  that  proportion  of  the  deductions 
compiounded  annually.  TTiis  table  ap-  allowed  for  each  period  for  which  the 
pears  as  Table  38  of  United  States  Life  Joint  returns  were  filed  which  her  in- 
Tables  and  Actuarial  Tables  1939-1941,  come  from  the  property  bears  to  the 
published  by  the  United  States  Depart-  total  income  from  the  property.  Each 
ment  of  Commerce,  Bureau  of  the  Cen-  spouse’s  income  from  the  property  shall 
sus.  Many  such  factors  may  be  found  in,  be  determined  in  accordance  with  local 
or  readily  computed  with  the  use  of  the  law. 

tables  contained  in  a  pamphlet  entitled  (3)  The  application  of  this  paragraph 
“Actuarial  Values  for  Estate  and  Gift  may  be  illustrated  by  the  following 
Tax,”  which  may  be. purchased  from  the  examples: 

Superintendent  of  Documents,  ^ted  Example  (i).  -n,.  taxpayer  acquired  in. 
States  Government  Prmtmg  Office,  come-produclng  property  by  gift  on  January 
VTashington  25,  D.  C.J  or  a  case  reQUiring  i,  1954.  The  property  had  a  fair  market 
a  special  factor  (provided  the  trans-  value  of  $50,000  on  the  date  of  the  donor’s 
action  is  completed  and  not  merely  pro-  death.  January  1,  1956.  and  was  included  in 
posed  or  hypothetical)  may  be  stated  to  bis  gross  estate  at  that  amount  for  estate  tax 
the  Commissioner  who  will  furnish  such  *  transfer  in  cohtempiation  of 

factor.  The  request  must  be  accompa- 

nied  by  a  statement  of  the  date  of  birth  Jlar^SM^d  W55  me  t^ay» 

of  6&)Cli  person,  the  durEtion  of  whose  life  claimed  depreciation  in  the  amount  of  $500 
may  affect  the  value  of  the  interest,  and  for  each  of  these  years  (resulting  in  a  reduc- 
by  copies  of  the  relevant  instruments.  tion  in  his  taxes)  and  his  income  tax  returns 
(2)  The  application  of  this  section  may  w®re  accepted  as  filed.  The  adjusted  basis  of 

be  Ulustrated  by  the  foUowing  example;  Msw'  (t60,M*o!  mf  LUTmisel 

Example.  Improved  realty  having  a  fair  value  at  the  decedent’s  death,  less  $1,000,  the 
market  value  of  $20,000  at  the  date  of  the  total  of  the  amounts  actually  allowed  as 
decedent’s  death  on  January  1.  1954,  is  de-  deductions). 

vised  to  A  for  life,  with  remainder  over  to  B.  Example  (2) .  On  July  1, 1952,  H  p\irchased 
On  January  1,  1958,  A  sells  his  life  interest  for  $30,000  income-producing  property  which 
for  $12,500.  During  each  of  the  years  1954-  he  conveyed  to  himself  and  W,  his  wife,  as 
67,  Inclusive,  A  was  allowed  a  deduction  tenants  by  the  entirety.  Under  local  law 
of  $300  for  depreciation.  Thus,  the  adjusted  each  spouse  was  entitled  to  one-half  of  the 
uniform  basis  of  the  property  is  $18,800  income  therefrom.  H  died  on  January  1, 
($20,000  minm  $1,200  depreciation).  At  the  1955,  at  which  time  the  fair  market  value  of 
time  of  the  sale,  A  was  39  years  of  age.  The  the  property  was  $40,000.  The  entire  value 
life  factor  to  be  used  here  is  0.63898.  The  of  the  property  was  included  in  H’s  gross 
portion  of  the  uniform  basis  (adjusted  to  estate.  H  and  W  filed  joint  Income  tax  re- 
the  time  of  the  sale)  assigned  to  A’s  life  turns  for  the  years  1952, 1953,  and  1954.  The 
Interest  is  $12,012.82  (0.63898 x  $18,800).  A’s  total  depreciation  allow&nce  for  the  year  1952 
gain  on  the  sale  is  $487.18  ($12,500-12,-  was  $500  and  for  each  of  the  other  years  1953 

412M  012.82).  I  and  1954  was  $1,000.  One-half  of  the  $2,500 

..  j-  ..  depreciation  will  be  allocated  to  W.  The  ad- 
44564  ^  1.1014-6  Special  rule  for  adjust^  justed  basis  of  the  property  in  W’s  hands  of 

45703  rnents  to  basis  where  property  is  ac-  January  l,  1955,  was  $38,750  ($40,000,  value 
46859  quired  from  a  decedent  prior  to  his  on  the  date  of  H’s  death,  less  $1,250,  depreci- 
4^  death — (a)  In  general.  (1)  The  basis  ation  allocated  to  w  for  periods  before  H’a 

60413  of  property  described  in  section  1014  (b)  however,  if,  under  local  law,  all  of 

6^  (9)  which  is  acquired  from  a  decedent 

staiJ  ^  bis  death  shall  be  adjusted  for  ^ould  be  required  and  W’s  basis  for  the  prop- 

5^  depreciation,  obsolescence,  amortization,  erty  as  of  the  date  of  H’s  death  would  be 
!  67809  hhd  depletion  allowed  the  taxpayer  on  $40.ooo. 


Factor  for 
life 

interest 


Factor  for 
remainder 
interest 


Age  of  measuring  life 


W.  78203 
.77676 
,76930 
.76266 
.75582 
.74880 
.74157 
.73416 
.72653 
.71871 
.71068 
.70245 
.69401 
.68536 
.67650 
.66743 
.65815 
.64867 
.63898 
.62908 
.61899 
.60869 
.59820 
,68761 
j 67664 
,56559 
.55436 
.54297 
.53141 
.61970 
.60785 
.49587 
.48377 
.47157 
.45926 
.44668 
.43442 
.42191 


0.21797 
.22424 
.23070 
.23734 
I 24418 
.25120 
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(b)  Multiple  interests  in  property  de¬ 
scribed  in  section  1014  (b)  (9)  and  ac¬ 
quired  from  a  decedent  prior  to  his  death. 

(1)  Where  more  than  one  person  has  an 
interest  in  property  described  in  section 
1014  (b)  (9)  which  was  acquired  from  a 
decedent  before  his  death,  the  basis  of 
such  property  and  of  each  of  the  several 
interests  therein  shall,  in  general,  be  de¬ 
termined  and  adjusted  in  accordance 
with  the  principles  contained  in 
§§  1.1014-4  and  1.1014-5,  relating  to  the 
uniformity  of  basis  rule.  Application  of 
these  principles  to  the  determination  of 
basis  under  section  1014  (b)  (9)  is  shown 
in  the  remaining  subparagraphs  of  this 
paragraph  in  connection  with  certain 
commonly  encountered  situations  involv¬ 
ing  multiple  interests  in  property  ac¬ 
quired  from  a  decedent  before  his  death. 

(2)  Where  property  is  acquired  from  a 
decedent  before  his  death,  and  the  entire 
property  is  subsequently  included  in  the 
decedent’s  gross  estate  for  estate  tax  pur¬ 
poses,  the  uniform  basis  of  the  property, 
as  well  as  the  basis  of  each  of  the  several 
interests  in  the  property,  shall  be  deter¬ 
mined  by  taking  into  account  the  basis 
adjustments  required  by  section  1014  (a) 
owing  to  such  inclusion  of  the  entire 
property  in  the  decedent’s  gross  estate. 
For  example,  suppose  that  the  decedent 
transfers  property  in  trust,  with  a  life 
estate  to  A,  and  the  remainder  to  B  or  his 
estate.  The  transferred  property  con¬ 
sists  of  100  shares  of  the  common  stock 
of  X  Corporation,  with  a  basis  of  $10,000 
at  the  time  of  the  transfer.  At  the  time 
of  the  decedent’s  death  the  value  of  the 
stock  is  $20,000.  The  transfer  is  held  to 
have  been  made  in  contemplation  of 
death  and  the  entire  value  of  the  trust 
is  included  in  the  decedent’s  gross  estate. 
Under  section  1014  (a) ,  the  uniform  basis 
of  the  property  in  the  hands  of  the 
trustee,  the  life  tenant,  and  the  remain¬ 
derman,  is  $20,000.  If  immediately  prior 
to  the  decedent’s  death,  A’s  share  of  the 
uniform  basis  of  $10,000  was  $6,000,  and 
B’s  share  was  $4,000,  then,  immediately 
after  the  decedent’s  death,  A’s  share  of 
the  uniform  basis  of  $20,000  is  $12,000, 
and  B’s  share  is  $8,000. 

(3)  (i)  In  cases  where,  due  to  the 
operation  of  the  estate  tax,  only  a  portion 
of  property  acquired  from  a  decedent  be¬ 
fore  his  death  is  included  in  the  dece¬ 
dent’s  gross  estate,  as  in  cases  where  the 
decedent  retained  a  reversion  to  take  ef¬ 
fect  upon  the  expiration  of  a  life  estate 
in  another,  the  uniform  basis  of  the  en¬ 
tire  property  shall  be  determined  by 
taking  into  account  any  basis  adjust¬ 
ments  required  by  section  1014  (a)  owing 
to  such  inclusion  of  a  portion  of  the  prop¬ 
erty  in  the  decedent’s  gross  estate.  In 
such  cases  the  uniform  basis  is  the  ad¬ 
justed  basis  of  the  entire  property  im¬ 
mediately  prior  to  the  decedent’s  death 
increased  (or  decreased)  by  an  amount 
which  bears  the  sam'e  relation  to  the 
total  appreciation  .(or  diminution)  in 
value  of  the  entire  property  (over  the 
adjusted  basis  of  the  entire  property  im¬ 
mediately  prior  to  the  decedent’s  death) 
as  the  value  of  the  property  included  in 
the  decedent’s  gross  estate  bears  to  the 
value  of  the  entire  property.  For  ex¬ 
ample,  assume  that  the  decedent  creates 
a  trust  to  pay  the  income  to  A  for  life. 
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remainder  to  B  or  his  estate.  The  trust 
instrument  further  provides  that  if  the 
decedent  should  survive  A,  the  income 
shall  be  paid  to  the  decedent  for  life. 
Assume  that  the  decedent  predeceases  A, 
so  that,  due  to  the  operation  of  the  estate 
tax,  only  the  present  value  of  the  re¬ 
mainder  interest  is  included  in  the  dece¬ 
dent’s  gross  estate.  The  trust  consists  of 
100  shares  of  the  common  stock  of  X  Cor¬ 


poration  with  an  adjusted  basis  immedi¬ 
ately  prior  to  the  decedent’s  death  of 
$10,000  (as  determined  imder  section 
1015).  At  the  time  of  the  decedent’s 
death  the  value  of  the  stock  is  $20,000, 
and  the  value  of  the  remainder' interest 
in  the  hands  of  B  is  $8,000.  The  uniform 
basis  of  the  entire  property  following  the 
decedent’s  death  is  $14,000,  computed  as 
follows: 


Uniform  basis  prior  to  decedent’s  death _ $10, 000 

plus 

Increase  in  uniform  basis  (determined  by  the  following  formula) _ _  4,000 

Increase  in  uniform  basis  (to  be  deter-  $8,000  (value  of  property  included  in 

mined)  _  .  gross  estate) 

$10,000  (total  appreciation)  $20,000  (value  of  Entire  property) 

Uniform  basis  under  section  1014  (a) _ _  14,  000 


(ii)  In  cases  of  the  type  described  in 
subdivision  (i)  of  this  subparagraph,  the 
basis  of  any  interest  which  is  included 
in  tl^p  decedtnt’s  gross  estate  may  be 
ascertained  by  adding  to  (or  substracty 
ing  from)  the  basis  of  such  interest  de¬ 
termined  immediately  prior  to  the 
decedent’s  death  the  increase  (or  de¬ 
crease)  in  the  uniform  basis  of  the 
property  attributable  to  the  inclusion  of 
the  interest  in  the  decedent’s  gross 
estate.  Where  the  interest  is  sold 'or 
otherwise  disposed  of  at  any  time  after, 
the  decedent’s  death,  proper  adjustment 
must  be  made  in  order  to  reflect  the 
change  in  value  of  the  interest  on  ac¬ 
count  of  the  passage  of  tine  (see 
§  1.1014-5  (a)  and  the  table  included 
therein) .  For  an  illustration  of  the 
operation  of  this  subdivision,  see  step  6 
of  the  example  in  §  1.1014-7. 

(iii)  In  cases  of  the  type  described  in 
subdivision  (i)  (cases  where,  due  to  the 
operation  of  the  estate  tax,  only  a  por¬ 
tion  of  the  property  is  included  in  the 
decedent’s  gross  estate),  the  basis  for 
computing  the  depreciation,  amortiza¬ 
tion,  or  depletion  allowance  shall  be  the 
uniform  basis  of  the  property  determined 
under  section  1014  (a).  However,  the 
manner  of  taking  into  account  such  al¬ 
lowance  computed  with  respect  to  such 
uniform  basis  is  subject  to  the  following 
limitations: 

(a)  In  cases  where  the  value  of  the  life 
Interest  is  not  included  in  the  decedent’s 
gross  estate,  the  amount  of  such  allow¬ 
ance  to  the  life  tenant  under  sectioivl67 
(g)  (or  section  611  (b) )  shall  not  exceed 
the  amount  which  would  have  been 
allowable  to  the  life  tenant  if  no  portion 
of  the  basis  of  the  property  was  deter¬ 
mined  under  section  1014  (a).  Proper 
adjustment  shall  be  made  for  the  amount 
allowable  to  the  life  tenant,  as  required 
by  section  1016.  Thus,  an  appropriate 
adjustment  shall  be  made  to  the  uniform 

•  basis  of  the  property  in  the  hands  of  the 
trustee,  to  the  basis  of  the  life  interest 
in  the  hands  of  the  life  tenant,  and  to 
the  basis  of  the  remainder  in  the  hands 
of  the  remainderman. 

(b)  The  remaining  allowance  (that  is, 
the  increase  in  the  amount  of  deprecia¬ 
tion,  amortization,  or  depletion  allowable 
resulting  from  the  increase  in  the  uni¬ 
form  basis  of  the  property  under  section 
1014  (a) )  shall  not  be  allowed  to  the  life 
tenant.  The  remaining  allowance  shall. 


instead,  be  allowed  to  the  trustee  to  the 
extent  that  the  trustee  both  (1)  is  re¬ 
quired  or  permitted,  by  the  governing 
trust  instrument  (or  under  local  law) ,  to 
maintain  a  reserve  for  depreciation, 
amortization,  or  depletion,  and  (2)  ac¬ 
tually  maintains  such  a  reserve.  If,  in 
accordance  with  the  preceding  sentence, 
the  trustee  does  maintain  such  a  reserve, 
the  remaining  allowance  shall  be  taken 
into  account,  under  section  1016,  in  ad¬ 
justing  the  uniform  basis  of  the  prop¬ 
erty  in  the  hands  of  the  trustee  and  in 
adjusting  the  basis  of  the  remainder 
interest  in  the  hands  of  the  remainder¬ 
man,  but  shall  not  be  taken  into  account, 
imder  section  1016,  in  determining  the 
basis  of  the  life  interest  in  the  hands  of 
the  life  tenant.  For  an  example  of  the 
operation  of  this  subdivision,  see 
§  1.1014-7  (b). 

(4)  In  cases  where  the  basis  of  any 
interest  in  property  is  not  determined 
under  section  1014  (a),  as  where  such 
interest  (i)  is  not  included  in  the  de¬ 
cedent’s  gross  estate,  or  (ii)  is  sold,  ex¬ 
changed  or  otherwise  disposed  of  before 
the  decedent’s  death,  the  basis  of  such 
interest  shall  be  determined  under  other 
applicable  provisions  of  the  Internal 
Revenue  Code.  To  illustrate,  in  the  ex¬ 
ample  shown  in  subdivision  (i)  of  sub- 
paragraph  (3)  of  this  paragraph  the 
basis  of  the  life  estate  in  the  hands  of 
A  shall  be  determined  under  section  1015, 
relating  to  the  basis  of  property  acquired 
by  gift.  If,  on  the  other  hand,  A  had 
sold  his  life  interest  prior  to  the  dece¬ 
dent’s  death,  the  basis  of  the  life  estate 
in  the  hands  of  A’s  transferee  would  be 
determined  under  section  1012. 

(c)  Adjustments  for  deductions  al¬ 
lowed  prior  to  the  decedent’s  death,  (1) 
As  stated  in  paragraph  (a) ,  section  1014 
(b)  (9)  requires  a  r^uction  in  the  uni¬ 
form  basis  of  property  acquired  from  a 
decedent  before  his  death  for  certain 
deductions  allowed  in  respect  of  such 
property  during  the  decedent’s  lifetime. 
In  general,  the  amount  of  the  reduction 
in  basis  required  by  section  1014  (b)  (9) 
shall  be  the  aggregate  of  the  deductions 
allowed  in  respect  of  the  property,  but 
shall  not  include  deductions  allowed  in 
respect  of  the  property  to  the  decedent 
himself.  In  cases  where,  owing  to  the 
operation  of  the  estate  tax,  only  a  part 
of  the  value  of  the  entire  property  is 
included  in  the  decedent’s  gross  estate. 
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step  7.  Uniform  basis  (adjusted)  as  of  January  1,  1964: 

Uniform  basis  determined  under  section  1014  (a) ,  reduced  as  required  by  section 

1014  (b)  (9) _ $32,027 

less 

Depreciation  allowed  since  decedent’s  death  ($1,000  X  9) _ ... _ _  9,000 


Step  8.  Allocable  share  of  adjustment  for  depreciation  allowable  in  the  nine  years  since  the ' 
decedent’s  death:  « 

A’s  interest 

0.49587  (life  factor,  age  52)  X $7,200  (800,  depreciation  attributable  to  uniform 
basis  before  increase  under  section’ 1014  (a),  X9) _ _ _ $3,570 

B’s  interest  ' 

0.50413  (remainder  factor,  age  52)  X  $7,200  (800,  depreciation  attributable  to  uni¬ 
form  basis  before  increase  under  section  1014  (a),  X9) _  3,630 

plus 

$200  (annual  depreciation  attributable  to  increase  in  uniform  basis  under  sec¬ 
tion  1014  (a))  X9 _ _  1,800 


Step  9.  Tentative  bases  of  A’s  and  B’s  interests  as  of  January  1,  1964  (before  adjustment  for 
depreciation).  > 

A's  interest 

0.49587  (life  factor,  age  52)  X  $26,000  (adjusted  uniform  basis  hnmediately  be¬ 
fore  decedent’s  death) _ $12,893 

B’s  interest 

0.50413  (remainder  factor,  age  52)  x  $26,000  (adjusted  uniform  basis  immedi¬ 
ately  before  decedent’s  death) _ $13,107 

plus 

Increase  in  uniform  basis  owing  to  inclusion  of  remainder  in  decedent’s  gross 
estate _ _ _ 1 _  6,  027 

19, 134 

Step  10.  Bases  of  A’s  and  B’s  interests  as  of  January  1, 1964 : 

A  •  ,  . 

Tentative  basis  (Step  9) _ $12,893 

,  less 

Allocable  depreciation  (Step  8)-.,. _  3,570 


Tentative  basis  (Step  9) _ .* _ , _ _  19,134 

less  ' 

Allocable  depreciation  (Step  8) _ _ _  6,  430 


§  1.1014-8  Bequest,  devise,  or  inker ^ 
itance  of  a  remainder  interest,  (a) 
Where  property  is  transferred  for  life, 
with  vested  remainder  in  fee,  and  the 
remainderman  dies  before  the  life  ten¬ 
ant,  the  basis  of  the  remainderman’s 
heir,  legatee,  or  devisee  for  the  re¬ 
mainder  interest  shall  be  determined  in 
accordance  with  the  principles  set  forth 
in  §§  1.1014-4  through  1.1014-6.  How¬ 
ever,  if  the  transfer  is  in  trust,  no  ad¬ 
justment  shall  be  made  to  the  uniform 
basis  of  the  property  in  the  hands  of 
the  trustee  upon  the  death  of  the  re¬ 
mainderman  (see  §  1.1014-4  (a) ) .  The 
basis  of  any  property  distributed  to  the 
heir,  legatee,  or  devisee  upon  termination 
of  a  trust  or  at  any  other  time  (unless 
included  in  the  gross  income  of  the  leg¬ 
atee  or  devisee)  shall  be  determined  by 
adding  to  (or  subtracting  from)  the  ad¬ 
justed  uniform  basis  of  the  property 
thus  distributed  the  difference  between — 

(i)  The  value  of  the  remainder  inter¬ 
est  in  the  property  included  in  the  re¬ 
mainderman’s  estate,  and 

(ii)  The  basis  of  the  remainder  inter¬ 
est  immediately  prior  to  the  remainder¬ 
man’s  death. 

(b)  The  provisions  of  paragraph  (a) 
of  this  section  are  illustrated  by  the  fol¬ 
lowing  examples: 


Example  (1).  Assume  that,  under  the  will 
of  a  decedent.  prop)erty  consisting  of  common 
stock  with  a  value  of  $1,000  at  the  time  of 
the  decedent’s  death  is  transferred  in  trust, 
to  pay  the  income  to  A  for  life,  remainder  to 
B  or  to  B’s  estate.  B  predeceases  A  and  be¬ 
queaths  the  remainder  interest  to  C.  As¬ 
sume  that  B  dies  on  January  1,  1956,  and 
that  the  value  of  the  stock  originally  trans¬ 
ferred  is  $1,600  at  B’s  death.  A’s  age  at  that 
time  is  37,  The  value  of  the  remainder  in¬ 
terest  included  in  B’s  estate  is  $547  (0.34185, 
remainder  factor  age  37,  X  $1,600),  and 
hence  $547  is  C’s  basis  for  the  remainder  in¬ 
terest  immediately  after  B’s  death.  Assume 
that  C  sells  the  remainder  interest  on  Jan¬ 
uary  1, 1961,  when  A’s  age  is  42.  C’s  basjs  for 
the  remainder  interest  at  the  time  of  such 
sale  is  $596,  computed  as  follows: 

Basis  of  remainder  interest  computed 
with  respect  to  uniform  basis  of  en¬ 
tire  property  (0.39131,  remainder  fac¬ 
tor  age  42,  X  $1,000,  uniform  basj^  of 

entire  property) _ $391 

*  plus 

Value  of  remainder  interest  in¬ 
cluded  in  B’s  estate _ $547 

less 

Basis  of  remainder  interest  im¬ 
mediately  prior  to  B’s  death 
(0.34185,  remain(Jer  factor  age 

37,  X $1.000) _ _ _ r _  342 

-  206 

Basis  of  C’s  remainder  interest -at  the 
time  of  sale _ 596 


Example  (2) .  Assiune  the  same  facts  as  in 
example  (1),  except  that  Q  does  not  sell  the 
remainder  interest.  Upon  A’s  death  termi¬ 
nating  the  trust,  C’s  basis  for  the  stock  dis¬ 
tributed  to  him  is  computed  as  follows: 

Uniform  basis  of  the  property,  ad-' 

Jvisted  to  date'  of  termination  of  the 

trust _ 1 _ _  $1,000 

plus 

Value  of  remainder  interests  in 
the -property  at  the  time  of  B’s 

death _ $547 

less 

B’s  share  of  uniform  basis  of  the 
property  at  the  time  of  his 

death _  342 

-  205 

C’s  basis  for  the.  stock  distributed  to 
him  upon  the  termination  of  the 
trust _ _  1, 205 

'Example  (3).  Assume  the  same  facts  as  in 
example  (2),  except  that  the  property  trans¬ 
ferred  is  depreciable.  Assume  further  that 
$100  of  depreciation  was  allowed  prior  to  B’s 
death  and  that  $50  of  depreciation  is  allowed 
between  the  time  of  B’s  death  and  the  termi¬ 
nation- of  the  trust.  Upon  A’s  death  termi¬ 
nating  the  trust,  C’s  basis  for  the  property 
distributed  to  him. is  computed  as  follows: 

Uniform  basis  of  the  property, 
adjusted  to  date  of  termi¬ 
nation  of  the  trust: 

Uniform  basis  immediately 

after  decedent’s  death _ $1, 000 

Depreciation  allowed  follow¬ 
ing  decedent’s  death -  150 

-  $850 

plus 

Value  of  remainder  Interest 
in  the  property  at  the  time 

of  B’s  death - 647 

less 

B’s  share  of  uniform  basis  of 
the  property  at  the  time  of 
his  death  (0.34185  X  $900. 
uniform  basis  at  B’s 
death)  _ -  308 


C’s  basis  for  the  property  distributed 
to  him  upon  the  termination  of 
the  trust _ _ _ 1, 089 

(c)  The  rules- stated  in  paragraph  (a) 
do  not  apply  where  the  basis  of  the  re¬ 
mainder  interest  in  the  hands  of  the 
remainderman’s  transferee  is  determined 
by  reference  to  its  cost  to  such  transferee. 
See  also,  §  1.1014-4  (a) .  Thus,  if,  in  ex¬ 
ample  (1)  of  the  preceding  paragraph, 
B  sold  his  remainder  interest  to  C  for 
$547  in  cash.  C’s  basis  for  the  stock  dis¬ 
tributed  to  him  upon  the  death  of  A 
terminating  the  trust  is  $547. 

§  1.1015  Statutory  provisions:  "basis 
of^  property  acquired  by  gifts  and  trans¬ 
fers  in  trust.  ' 

Sec.  1015.  Basis  of  property  acquired  by 
gifts  and  transfers  in  trust — (a)  Gifts  after 
December  31,  1920.  It  the  property  was 
acquired  by  gift  after  December  31.  1920,  the 
basis  shall  be  the  same  as  it  would  be  in  the 
hands  of  the  donor  or  the  last  preceding 
owner  by  Whom  it  was  not  acquired  by  gift, 
except  that  if  such  basis  (adjusted  for  the 
7>eriod  before  the  date  of  the  gift  as  provided 
in  section  1016)  is  greater  than  the  fair 
market  value  of  the  property  at  the  time  of 
the  gift,  then  for  the  purpose  of  determin¬ 
ing  loss  the  basis  shall  be  such  fair  market 
value.  If  the  facts  necessary  to  determine 
the  basis  in  the  hands  of  the  donor  or  the 
last  preceding  owner  are  unknown  to  the 
donee,  the  Secretary  or  his  delegate  shall,  if 
possible,  obtain  such  facts  from  such  donor 
or  last  preceding  owner,  or  any  other  person 
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cognizant  thereof.  .If  the  Secretary  or  his 
delegate  finds  It  Impossible  to  obtain  such 
facts,  the  basis  In  the  hands  of  such  donor 
or  last  iM^cedlng  owner  shall  be  the  fair 
market  value  of  such  property  as  found  by 
the  Sec^-etary  or  his  delegate  as  of  the  date 
or  approximate  date  at  which,  according  to 
the  best  Information  that  the  Secretary  or 
his  delegate  Is  able  to  obtain,  such  property 
was  acquired  by  such  dopor  or  last  preceding 
owner. 

(b)  Transfer  in  trust  aftex  December  31, 
1920.  If  the  property  was  acquired  after 
December  31,  1920,  by  a  transfer  In  trust 
(other  than  by  a  transfer  In  trust  by  a  gift, 
bequest,  or  devise),  the  basis  shall  be  the 
same  as  It  would  be  In  the  hands  of  the 
grantor  Increased  In  the  amount  of  gain  or 
decreased  In  the  amount  of  loss  recognized 
to  the  grantor  on  such  transfer  under  the 
law  applicable  to  "the  year.  In  which  the 
transfer  was  made. 

(c)  Oift  or  transfer  in  trust  before  Janu¬ 
ary  1,  1921.  If  the  property  was  acquired 
by  gift  or  transfer  In  trust  on  or  before 
December  31,  1920,  the  basis  shall  be  the  fair 
market  value  of  such  property  at  the  time  of 
such  acquisition. 

§  1.1015-1  Basis  of  property  acquired 
by  gift  after  December  31.  1920 — (a) 
General  rule.  (1)  In  the  case  of'prop-^ 
erty  acquired  by  gift  after  December  31, 
1920  (whether  by  a  transfer  in  trust  or 
otherwise)  the  basis  of  the  property  for 
the  purpose  of  determining  gain  is  the 
same  as  it  would  be  in  the  hands  of  the 
donor  or  the  last  preceding  owner  by 
whom  it  was  not  acquired  by  gift.  The 
same  rule  applies  in  determining  loss  un¬ 
less  the  basis  (adjusted  for  the  period 
prior  to  the  date  of  gift  in  accordance 
with  sections  1016  and  1017)  is  greater 
than  the  fair  market  value  of  the  prop¬ 
erty  at  the  time  of  the  gift.  In  such  case 
the  basis  for  determining  loss  is  the  fair 
market  value  at  the  time  of  the  gift. 

C2)  The  provisions  of  subparagraph 
(1)  may  be  illustrated  by  the  following 
example: 

Example.  A  acqtiires  by  gift  Income-pro¬ 
ducing  property  which  has  an  adjusted  basis 
of  $100,000  at  the  date  of  gift.  The  fair  mar¬ 
ket  value  of  the  property  at  the  date  of  gift 
Is  $90,000.  A  later  sells  the  property  for 
$95,000.  In  such  case  there  is  neither  gain 
«  nor  loss.  The  basis  for  determining  loss  Is 
$90,000;  therefore,  there  is  no  loss.  Further¬ 
more,  there  Is  no  gain,  since  the  basis  for  de¬ 
termining  gain  is  $100,000. 

(b)  Uniform  basis;  proportionate  parts 
of.  Property  acquired  by  gift  has  a  single 
or  uniform  basis  although  more  than  one 
person  may  acquire  an  interest  in  such 
property.  TTie  uniform  basis  of  the  prop¬ 
erty  remains  fixed  subject  to  proper  ad¬ 
justment  for  items  under  sections  10i6 
and  1017.  However,  the  value  of  the 
proportionate  parts  of  the  uniform  basis 
represented,  for  instance,  by  the  respec¬ 
tive  interests  of  the  life  tenant  and  re¬ 
mainderman  are  adjustable  to  reflect  the 
change  in  the  relative  values  of  such 
interest  on  accoimt  of  the  lapse  of  time. 
The  portion  of  the  basis  attributable  to 
an  interest  at  the  time  of  its  sale  or  other 
disposition  shall  be  determined  under  the 
rules  provided  in  §  1.1014-5. 

(c)  Time  of  acquisition.  The  date  that 
the  donee  acquires  an  interest  in  prop¬ 
erty  by  gift  is  when  the  donor  re¬ 
linquishes  dominion  over  the  property 
and  not  necessarily  when  title  to  the 
property  is  acquired  by  the  donee.  Thus, 


the  date  that  the  donee  acquires  an  in¬ 
terest  in  property  by  gift  where  he  is  a 
successor  in  interest,  such  as  in  the  case 
of  a  remainderman  of  a  life  estate  or  a 
beneficiary  of  the  distribution  of  the 
corpus  of  a  trust,  is  the  date  such  inter¬ 
ests  are  created  by  the  donor  and  not 
the  date  the  property  is  actually  ac¬ 
quired, 

(d)  Property  acquired  by  gift  from  a 
decedent  dying  after  December  31,  1953. 
If  an  interest  in  property  was  acquired 
by  the  taxpayer  by  gift  from  a  donor 
dying  after  December  31,  1953,  under 
conditions  which  require  the  inclusion 
of  the  property  in  the  donor’s  gross  estate 
for  estate  tax  purposes,  and  the  property 
had  not  been  sold,  exchanged,  or  other¬ 
wise  disposed  of  by  the  taxpayer  before 
the  donor’s  death,  see  the  rules  prescribed 
in  section  1014  and  the  regulations  there¬ 
under. 

(e)  Fair  market  value.  For  the  pur¬ 
poses  of  this  section,  the  value  of  prop¬ 
erty  as  appraised  for*  the  purpose  of  the 
Federal  gift  tax,  or,  if  the  gift  is  not  sub¬ 
ject  to  such  tax,  its  value  as  appraised 
for  the  purpose  of  a  State  gift  tax,  shall 
be  deemed  to  be  the  fair  market  value  of 
the  property  at  the  time  of  the  gift. 

(f)  Reinvestments  by  fiduciary.  If  the 
property  is  an  investment  by  the  fidu-, 
ciary  under  the  terms  of  the  gift  (as, 
for  example,  in  the  case  of  a  sale  by  the 
fiduciary  of  property  transferred  under 
the  terms  of  the  gift,  and  the  reinvest¬ 
ment  of  the  proceeds) ,  the  cost  or  other 
basis  to  the  fiduciary  is  taken  in  lieu  of 
the  basis  specified  in  paragraph  (a)  of 
this  section. 

(g)  Records.  To  insure  a  fair  and  ade¬ 
quate  determination  of  the  proper  basis 
under  section  1015,  persons  making  or 
receiving  gifts  of  property  should  pre¬ 
serve  and  keep  accessible  a  record  of  the 
facts  necessary  to  determine  the  cost  of 
the  property  and,  if  pertinent,  its  fair 
market  value  as  of  March  1,  1913,  or  its 
fair  market  value  as  of  the  date  of  the 
gift. 

§  1.1015-2  Transfer  of  property  in 
trust  after  December  31,  1920 — (a)  Gen¬ 
eral  rule.  (1)  In  the  case  of  property 
acquired  after  December  31,  1920,  by 
transfer  in  trust  (other  than  by  a  trans¬ 
fer  in  trust  by  a  gift,  bequest,  or  devise) 
the  basis  of  property  so  acquired  is  the 
same  as  it  would  be  in  the  hands  of  the 
grantor  increased  in  the  amount  of  gain 
or  decreased  in  the  amount  of  loss  recog¬ 
nized  to  the  grantor  upon  such  transfer 
under  the  law  applicable  to  the  year  in 
which  the  transfer  was  made.  If  the 
taxpayer  acquired  the  property  by  a 
transfer  in  trust,  this  basis  applies 
whether  the  property  be  in  the  hands  of 
the  trustee,  or  the  beneficiary,  and 
whether  acquired  prior  to  the  termina¬ 
tion  of  the  trust  and  distribution  of  the 
property,  or  thereafter.  * 

(2)  The  principles  stated  in  §  1.1015-1 
(b)  concerning  the  uniform  basis  are 
applicable  in  determining  the  basis  of 
property  where  more  than  one  person 
acquires  an  interest  .in  property  by 
transfer  in  trust  after  December  31, 1920. 

(b)  Reinvestment  by  fiduciary.  If 
the  property  is  an  investment  made  by 
the  fiduciary  (as,  for  example,  in  the 


case  of  a  sale  by  the  fiduciary  of  prop¬ 
erty  transferred  by  the  grantor,  and  the 
reinvestment  of  the  proceeds),  the  cost 
or  other  basis  to  the  fiduciary  is  taken  in 
lieu  of  the  basis  specified  in  paragraph 

(a)  of  this  section. 

§  1.1015-3  Gift  or  transfer  in  trust 
before  January  1,  1921.  (a)  Ih  the  case 
of  property  acquired  by  gift  or  transfer 
in  trust  before  January  1, 1921,  the  basis 
of  such  property  is  the  fair  market  value 
thereof  at  the  time  of  the  gift  or  at  the 
time  of  the  transfer  in  trust. 

(b)  'The  principles  stated  in  §  1.1015-1 

(b)  concerning  the  uniform  basis  are 
applicable  in  determining  the  basis  of 
property  where  more  than  one  person, 
acquires  an  interest  in  property  by  gift 
or  transfer  in  trust  before  January  1, 
1921.  In  addition,  if  an  interest  in  such 
property  was  acquired  from  a  decedent 
and  the  property  had  not  been  sold,  ex¬ 
changed,  or  otherwise  disposed  of  before 
the  death  of  the  donor,  the  rules  pre¬ 
scribed  in  section  1014  and  the  regula¬ 
tions  thereunder  are  applicable  in 
determining  the  basis  of  such  property 
in  the  hands  of  the  taxpayer. 

§  1.1015-4  Transfers  in  part  a  gift  and 
in  part  a  sale — (a)  General  rule.  Where 
a  transfer  of  property  is  in  part  a  sale 
and  in  part  a  gift,  the  unadjusted  basis 
of  the  property  in  the  hands  of  the  trans¬ 
feree  is  the  sum  of  (1)  the  amount  paid 
by  the  transferee  for  the  property,  and 
(2)  any  excess  of  the  transferor’s  ad¬ 
justed  basis  over  such  amount.  Thus, 
the  unadjusted  basis  of  the  property  in 
the  hands  of  the  transferee  is  the  greater 
of  (1)  the  amount  pa'id  for  the  property, 
or  (2)  the  transferor’s  adjusted  basis  at 
the  time  of  the  transfer.  For  determin¬ 
ing  loss,  the  unadjusted  basis  of  the 
property  in  the  hands  of  the  transferee 
shall  not  be  greater  than  the  fair  market 
value  of  the  property  at  the  time  of  such 
transfer.  For  determination  of  gain  or 
loss  of  the  transferor  see  §  1.1001-1  (e). 

(b)  Examples.  'The  rule  of  paragraph 
(a)  is  illustrated  by  the  following 
examples: 

Example  (1).  If  A  transfers  property  to 
his  son  for  ^0,000,  and  such  property  at 
the  time  of  the  transfer  has  an  adjusted 
basis  of  $30,000  in  A’s  hands  (and  a  fair  mar<* 
ket  value  of  $60,000) ,  the  unadjusted  basis 
of  the  property  in  the  hands  of  the  son  is 
$30,000. 

Example  (2).  If  A  transfers  prop>erty  to 
his  son  for  $60,000,  and  such  property  at  the 
time  of  transfer  has  an  adjusted  basis  of 
$30,000  in  A’s  hands  (and  a  fair  market  value 
of  $90,000),  the  unadjusted  basis  of  such 
property  in  the  hands  of  the  son  is  $60,000. 

Example  (3).  If  A.  transfers  property  to 
his  son  for  $30,000,  and  such  property  at  the 
time  of  transfer  has  an  adjusted  basis  in  A’s 
hands 'of  $60,000  (and  a  fair  market  value 
of  $90,000),  the  unadjusted  basis  of  such 
property  in  the  hands  of  the  son  is  $60,000. 

Example  (4).  If  A  transfers  (property  to 
his  son  for  $30,000  and  such  property  at  the 
time  of  transfer  h^  an  adjusted  basis  of 
$90,000  in  A’s  hands  (and  a  fair  market 
value  of  $60,000),  the  unadjusted  basis  of 
the  property  in  the  hands  of  the  son  is  $90,- 
000.  However,  since  the  adjusted  basis  of 
the  property  in  A’s  hands  at  the  time  of 
the  transfer  was  greater  than  the  fair  market 
value  at  that  time,  for  the  pvirpose  of  de¬ 
termining  any  loss  on  a  later  sale  or  other 
disposition  of  the  property  by  the  son  its 
unadjustec'  basis  in  his  hands  is  $60,000. 
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§  1.1016  Statutory  provisions;  adjusts 
ments  to  basis. 

Sec.  1016.  Adjustments  to  basis — (a)  Gen¬ 
eral  rule.  Proper  adjustment  in  respect  of 
the  property  shall  in  all  cases  be  made — 

(1)  For  expenditures,  receipts,  losses,  or 
other  items,  properly  chargeable  to  capital 
account,  but  no  such  adjustment  shall  be 
made — 

(A)  For  taxes  or  other  carrying  charges  de¬ 
scribed  in  section  266,  or 
\  (B)  For  expenditures  described  in  section 
173  (relating  to  circulation  expenditxires), 

for  which  deductions  have  been  taken  by  the 
taxpayer  in  determining  taxable  income  for 
the  taxable  year  or  prior  taxable  years; 

(2)  In  respect  of  any  period  since  Feb¬ 
ruary  28,  1913,  for  exhaustion,  wear  and  tear, 
obsolescence,  amortization,  and  depletion,  to 
the  extent  of  the  amount — 

(A)  Allowed  as  deductions  in  computing 
taxable  Income  under  this  subtitle  or  prior 
income  tax  laws,  and 

(B)  Resulting  (by  reason  of  the  deduc¬ 
tions  so  allowed)  in  a  reduction  for  any  tax¬ 
able  year  of  the  taxpayer’s  taxes  under  this 
subtitle  (other  than  chapter  2,  relating  to 
tax  on  self-employment  Income) .  or  prior  in¬ 
come,  war-profits,  or  excess-profits*  tax  laws, 

but  not  less  than  the  amount  allowable  un¬ 
der  this  subtitle  or  prior  income  tax  laws. 
Where  no  method  has  been  adopted  under 
section  167  (relating  to  depreciation  deduc¬ 
tion),  the  amount  allowable  shall  be  deter¬ 
mined  under  section  167  (b)  (Y).  Subpara¬ 
graph  (B)  of  this  paragraph  shall  not  apply 
in  respect  of  any  period  since  February  28, 
1913,  and  before  January  1,  1952,  unless  an 
election  has  been  'made  under  section  1020. 
Where  for  any  taxable  year  before  the  tax¬ 
able  year  1932  the  depletion  allowance  was 
based  on  discovery  value  or  a  percentage  of 
income,  then  the  adjustment  for  depletion 
for  such  year  shall  be  based  on  the  depletion 
which  would  have  been  allowable  for  such 
year  if  computed  without  reference  to  dis¬ 
covery  value  or  a  percentage  of  income; 

(3)  In  respect  of 'any  period —  , 

(A)  Before  March  1,  1913,  and 

(B)  Since  February  28,  1913,  during  which 
such  property  was  held  by  a  person  or  an  or¬ 
ganization  not  subject  to  income  taxation 
under  this  chanter  or  prior  Income  tax  laws, 

for  exhaustion,  wear  and  tear,  obsolescence, 
amortization,  and  depletion,  to  the  extent 
sustained; 

(4)  In  the  case  of  stock  (to  the  extent  not 
provided  for  in  the  foregoing  paragraphs) 
for  the  amount  of  distributions  previously 
made  which,  under  the  law  applicable  to  the 
year  in  which  the  distribution  was  made, 
either  \were  tax-free  or  were  applicable  in 
reduction  of  basis  (not  including  distribu¬ 
tions  made  by  a  corporation  which  was  clas¬ 
sified  as  a  personal  service  corporation  under 
the  provisions  of  the  Revenue  Act  of  1918 
(40  Stat.  1057),  or  the  Revenue  Act  of  1921 
(42  Stat.  227),  out  of  its  earnings  or  profits 
which  were  taxable  in  accordance  with  the 
provisions  of  section  218  of  the  Revenue  Act 
of  1918  or  1921); 

(5)  In  the  case  of  any  bond  (as  defined  in 
section  171  (d) )  the  interest  on  which  is 
wholly  exempt  from  the  tax  imposed  by  this 
subtitle,  to  the  extent  of  the  amortizable 
bond  premium  disallowable  as  a  deduction 
pursuant  to  action  171  (a)  (2).  and  in  the 
case  of  any  other  bond  (as  defined  in  section 
171  (d) )  to  the  extend  of  the  deductions 
allowable  pursuant  to  section  171  (a)  (1) 
with  respect  thereto; 

(6)  In  the  case  of  any  short-term  munici¬ 
pal  bond  (as  defined  in  section  75  (b) ) ,  to 
the  extent  provided  in  section  75  (a)  (2); 

(7)  In  the  case  of  a  residence  the  acquisi¬ 
tion  Qf  which  resulted,  under  section  1034, 
in  the  nonrecognition  of  any  part  of  the 
gain  realized  on  the  sale,  exchange,  or  in¬ 


voluntary  conversion  of  another  residence, 
to  the  extent  provided  in  section  1034  (e); 

(8)  In  the  case  of  property  pledged  to  the 
Commodity  Credit  Corporation,  to  the  extent 
of  the  amoimt  received  as  a  loan  from  the 
Commodity  Credit  Corporation  and  treated 
by  the  taxpayer  as,  income  for  the  year  in 
which  received  pursuant  to  section  77,  and 
to  the  extent  of  any  deficiency  on  such  loan 
with  respect  to  which  the  taxpayer  has  been 
relieved  from  liability; 

(9)  For  amounts  allowed  as  deductions  as 
deferred  expenses  under  section  616  (b)  (re¬ 
lating  to  certain  expend! tvures  in  the  de¬ 
velopment  of  mines)  and  resulting  in  a 
reduction  of  the  taxpayer’s  taxes  under  this 
subtitle,  but  not  less  than  the  amounts  al¬ 
lowable  under  such  section  for  the  taxable 
year  and  prior  years; 

(10)  For  amounts  allowed  as  deductions  as 
deferred  expenses  imder  section  615  (b)  (re¬ 
lating  to  certain  exploration  expenditures) 
and  resulting  in  a  reduction  of  the  taxpayer’s 
taxes  under  this  subjtitle  but  not  less  than 
the  amounts  allowable  imder  such  section 
for  the  taxable  year  and  prior  years; 

(11)  For  deductions  to  the  extent  disal¬ 
lowed  under  section  268  (relating  to  sale  of 
land  with  unharvested  crops)  ,*  notwith¬ 
standing  the  provisions  of  any  other  para¬ 
graph  of  this  subsection; 

(12)  To  the  extent  provided  in  section  28 
(h)  of  the  Internal  Revenue  Code  of  1939 
in  the  case  of  amounts  specified  in  a  share¬ 
holder’s  consent  made  under  section  28  of 
such  code; 

(13)  To  the  extent  provided  in  section  651 
(f)  in  the  case  of  the  stock  of  United  States 
shareholders  in  a  foreign  personal  holding 
company; 

( 14)  For  amounts  allowed  as  deductions  as 
deferred  expenses  under  section  174  (b)  (1) 
'(relating  to  research  and  experimental  ex¬ 
penditures)  and  resulting  in  a  reduction  of 
the  taxpayers’  taxes  under  this  subtitle,  but 
not  less  than  the  amounts  allowable  under 
such  section  for  the  taxable  year  and  prior 
years; 

(15)  For  deductions  to  the  extent  dis¬ 
allowed  under  section  272  (relating  to  dis¬ 
posal  of  coal),  notwithstanding  the  provi¬ 
sions  of  any  other  paragraph  of  this  sub¬ 
section. 

(b)  Substituted  basis.  Whenever  it  ap¬ 
pears  that  the  basis  of  property  in  the  hands 
of  the  taxpayer  is  a  substituted  basis,  then 
the  adjustments  provided  in  subsection  (a) 
shall  be  made  after  first  making  in  respect 
of  such  substituted  basis  proper  adjustments 
of  a  similar  nature  in  respect  of  the  period 
during  which  the  property  was  held  by  the 
transferor,  donor,  or  grantor,  or  diu*ing  which 
the  other  property  was  held  by  the  person 
for  whom  the  basis  is  to  be  determined.  A 
similar  rule  shall  be  applied  in  the  case  of  a 
series  of  substituted  bases.  The  term  "sub¬ 
stituted  basis’’  as  used  in  this  section  means 
a  basis  determined  under  any  provision  of 
this  subchapter  and  subchapters  C  (relating 
to  corporate  distributions  and  adjustments), 
K  (relating  to  partners  and  partnerships), 
and  P  (relating  to  capital  gains  and  losses), 
or  under  any  corresponding  provision  of  a 
prior  income  tax  law,  providing  that  the  basis 
shall  be  determined — 

( 1 )  By  reference  to  the  basis  in  the  hands 
of  a  transferor,  donor,  pr  grantor,  or 

(2)  By  reference  to  other  property  held  at 
any  time  by  the  person  for  whom  the  basis 
is  to.be  determined. 

(c)  Separate  mineral  interests  treated  as 
one  property.  For  treatment  of  separate 
mineral  interests  as  one  property,  see  section 
614. 

§  1.1016-1  Adjustments  to  basis; 
scope  of  section.  Section  '1016  and 
§§  1.1016-2  to  1016-10,  inclusive,  contain 
the  rules  relating  to  the  adjustments  to 
be  made  to  the  basis  of  property  to  de¬ 
termine  the  adjusted  basis  as  defined  in 


section  1011.  However,  if  the  property 
was  acquired  from  a  decedent  before  his 
death,  see  §  1.1014-6  for  adjustments  on 
account  of  certain  deductions  allowed 
the  taxpayer  for  the  period  between  the 
date  of  acquisition  of  the  property  and 
the  date  of  death  of  the  decedent. 

§  1.1016-2  Items  properly  dhargeable 
to  capital  account,  (a)  The  cost  or  other 
basis  shall  be  properly  adjusted  for  any 
expenditure,  receipt,  loss,  or  other  item, 
properly  chargeable  to  capital  account, 
including  the  cost  of  improvements  and 
betterments  made  to  the  property.  No 
adjustment  shall  be  made  in  respect  of 
any  item  which,  under  any  applicable 
provision  of  law  or  regulation,  is  treated 
as  an  item  not  properly  chargeable  to 
capital  account  but  is  allowable  as  a  de¬ 
duction  in  computing  net  or  taxable  in¬ 
come  for  the  taxable  year.  For  example, 
in  the  case  of  oil  and  gas  wells  no  ad¬ 
justment  may  be  made  in  respect  of  any 
intangible  drilling  and  development  ex¬ 
pense  allowable  as  a  deduction  in  com¬ 
puting  net  or  taxable  income.  See  the 
regulations  under  section  263  (c). 

(b)  The  application  of  the  foregoing 
provisions  may  be  illustrated  by  the  fol¬ 
lowing  example: 

Example.  A,  who  makes  his  returns  on  the 
cfilendar  year  basis,  purchased  property  in 
1941  for  (10,000.  He  subsequently  expended 
$6,000  for  improvements.  Disregarding,  for 
the  purpose  of  this  example,  the  adjustments 
required  for  depreciation,  the  adjusted  basis 
of  the  property  is  $16,000.  If  A  sells  the 
property  in  1954  for  $20,000,  the  amount  of 
his  gain  will  be  $4,000. 

(c)  Adjustment  to  basis  shall  be  made 

for  carrying  charges  such  as  taxes  and 
interest,  with  respect  to  property 
(whether  real  or  personal,  improved  or 
unimproved,  and  whether  productive  or 
unproductive) ,  which  the  taxpayer  elects 
to  treat  as  chargeable  to  capital  account 
under  section  266,  rather  than  as  an  al¬ 
lowable  deduction.  The  term  "taxes” 
for  this  purpose  includes  duties  and  ex¬ 
cise  taxes  but  does  not  include  income 
taxes.  * 

(d)  Expenditures  described  in  section 
173  to  establish,  maintain,  or  increase 
the  circulation  of  a  newspaper,  magazine, 
or  other  periodical  are  chargeable  to  cap¬ 
ital  account  only  in  accordance  with  and 
in  the  manner  provided  in  the  regula¬ 
tions  under  section  173. 

§  1.1016-3  Exhaustion,  wear  and  tear, 
obsolescence,  amortization,  and  depletion 
for  periods  since  February  28.  1913 — (a) 
In  general — (1)  Adjustment  where  de¬ 
duction  is  claimed,  (i)  For  taxable 
periods  beginning  on  or  after  January  1, 
1952,  the  cost  or  other  basis  of  property 
shall  be  decreased  for  exhaustion,  wear 
and  tear,  obsolescence,  amortization,  and 
depletion  by  the  greater  of  the  following 
two  amounts;  (a)  the  amount  allowed 
as  deductions  in  computing  taxable  in¬ 
come,  to  the  extent  resulting  in  a  reduc¬ 
tion  of  the  taxpayer’s  income  taxes,  or 
(b)  the  amount  allowable  for  the  years 
involved.  See  paragraph  (b)  of  this 
section.  Where  the  taxpayer  makes  an 
appropriate  election  the  above  rule  is 
applicable  for  periods  since  February  28, 
1913,  and  before  January  1,  1952.  See 
paragraph  (d)  of  this  section.  Fbr  rule 
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method  described  in  section  167  tt))  (2)  crease  required  by  paragraph  (a)  of  this 
(the  declining-balance  method)  for  the  section  for  deductions  in  respect  of  any 
first  year  of  its  useful  life  but  did  not  period  since  February  28,  1913,  and  be¬ 
take  a  deduction  in  the  second  and  third  fore  January  1,  1952,  shall  be  whichever 
year  of  the  asset’s  life,  the  adjustment  is  the  greater  of  the  following  amounts: 
to  basis  for  depreciation  allowable  for  ■  (i)  The  amount  allowed  as  deductions 

the  second  and  third  ^ear  will  be  likewise  in  computing  net  income  under  chapter 
computed  under  the  declining-balance  i  of  the  Internal  Revenue  Code  of  1939 
method.  or  prior  income  tax  laws  and  resulting 

(3)  Adjustment  for  depletion  deduc-  (by  reason  of  the  deductions  so  allowed) 
tions  with  respect  to  taxable  years  before  in  a  reduction  for  any  taxable' year  of 
1932.  Where  for  any  taxable  year  before  the  taxpayer’s  taxes  under  such  chapter 
the  taxable  year  1932  the  depletion  al-  i  (other  than  subchapter  E,  relating  to 
lowance  was  based  on  discovery  value  or  tax  on  self-emplosunent  Income) ,  sub- 
a  percentage  of  income,  then  the  adjust-  chapter  E  of  chapter  2  of  the  Internal 
ment  for  depletion  for  such  year  shall  Revenue  Code  of  1939,  or  prior  income, 
not  exceed  a  depletion  deduction  which  war-prbfits,  or.  excess-profits  tax  laws; 
W'ould  have  been  allowable  for  such  year  (2)  The  amount  properly  allowable  as 
if  computed  without  reference  to  discov-  deductions  in  computing  net  income  im- 
ery  value  or  a  percentage  of  income,  der  chapter  1  of  the  Internal  Revenue 

(b)  Adjustment  for  periods  beginning  code  of  1939  or  prior  income  tax  laws 
on  or  after  January  1,  1952.  The  de-  (whether  or  not  the  amount  properly 
crease  required  by  paragraph  (a)  of  this  allowable  would  have  caused  a  reduction 
section  for  deductions  in  respect  of  any  for  any  taxable  year  of  the  taxpayer’s 
period  beginning  on  or  after  January  1,  taxes) . 

1952,  shdll  be  whichever  is  the  greater  (e)  Determination  of  amount  allowed 
of  the  following  amounts;  which  reduced  taxpayer’s  taxes.  (1)  As 

(1)  The  amount  allowed  as  deduc-  indicated  in  paragraphs  (b)  and  (d)  of 

tions  in  computing  taxable  income  under  this  section,  there  are  situations  in  which 
subtitle  A  of  the  Internal  Revenue  Code  it  is  necessary  to  determine  (for  the  pur- 
of  1954  or  prior  income  tax  laws  and  pose  of  ascertaining  the  basis,  adjust- 
resulting  (by  reason  of  the  deductions  ment  required  by  paragraph  (a)  of  this 
so  allowed)  in  a  reduction  for  any  tax-  section)  the  extent  to  which  the  amount 
able  year  of  the  taxpayer’s  taxes  under  allowed  as  deductions  resulted  in  a  re¬ 
subtitle  A  (other  than  chapter  2,  relat-  duction  for  any  taxable  year  of  the  tax¬ 
ing  to  tax  on  self-employment  income)  payer’s  taxes  under  subtitle  A  (other 
or  prior  income,  war-profltC  or  excess-  than  chapter  2  relating  to  tax  on  self- 
profits  tax  laws;  or  emplojrment  income)  of  the  Internal 

(2)  The  amount  properly  allowable  as  Revenue  Code  of  1954,  or  prior  income, 

deductions  in  computing  taxable  income  war-profits,  or  excess-profits  tax  laws, 
under  subtitle  A  or  prior  income  tax  laws  This  amount  (amount  allowed  which  re- 
(whether  or  not  the  amount  properly  al-  suited  in  a  reduction  of  the  taxpayer’s 
lowable  would  have  caused  a  reduction  taxes)  is  hereinafter  referred  to  as  the 
for  any  taxable  year  of  the  taxpayer’s  “tai^-benefit  amount  allowed.”  For  the 
taxes) .  purpose  of  determining  whether  the  tax- 

(c)  Adjustment  for  periods  since  Feb-  benefit  amoimt  allowed  exceeded  the 

ruary  28,  1913,  and  before  January  1,  amount  allowable,  a  determination  must 
1952,  where  no  election  made.  If  no  elec-  be  made  of  that  portion  of  the  excess  oi 
tion  has  been  properly  made  under  sec-  the  amount  allowed  over  the  amount 
tion  1020,  or  under  section  113  (d)  of  the  allowable  which,  if  disallowed,  would  not 
Internal  Revenue  Code  of  1939  (see  para-  have  resulted  in  an  increase  in  any  sucli 
graph  (d) ) ,  the  decrease  required  by  tax  previously  determined.  If  the  entire 
paragraph  (a)  for  deductions  in  respect  excess  of  the  amount  allowed  over  th( 
of  any  j^riod  since  February  28,  1913,  amount  allowable  could  be  disallowed 
and  before  January  1,  1952,  shall  be  without  any  such  Increase  in  tax,  th( 
whichever  of  the  following  amoimts  is  tax-benefit  amount  allowed  shall  not  b< 
the  greater:  considered  to  have  exceeded  the  amoimt 

(1)  The  amount  allowed  as  deductions  allowable.  In  such  a  case  (if  paragrapl 

in  computing  net  income  under  chapter  1  (b)  or  (d)  of  this  section  is  applicable) 

of  the  Internal  Revenue  Code  of  1939  or  -the  reduction  in  basis  required  by  para< 
prior  income  tax  laws;  graph  (a)  of  this  section  would  be  th< 

(2)  The  amount  properly  allowable  in  amount  properly  allowable  as  a  deduc- 

computing  net  income  under  chapter  1  tion.  If  only  part  of  such  excess  coul( 
of  the  Internal  Revenue  Code  of  1939  or  be  disallowed  without  any  such  increase 
prior  income  tax  laws.  in  tax,  the  tax-benefit  amount  allowec 

A..  be* considered  to  exceed  the  amoun 

determining  the  de-  allowable  to  the  extent  of  the  remainde: 

fmT.  f  ot  such  excess.  In  such  a  case  (if  para 

immaterial  whether  or  not  the  amount  g^aph  <b)  or  (d)  of  this  section  is  ap 

sub^ragraph  (1)  of  this  para-  pucable)  the  reduction  in  basis  require< 

Z  ‘5®  by  paragraph  (a)  of  this  section  woul< 

^  paragrwh  would  have  pg  j^e  amount  of  the  tax-beneflt  amoun 
resulted  In  a  reduction  for  any  taxable  cQiowed 

<2)  For  the  purpose  of  determining 
the  tax-benefit  amount  allowed  the  ta: 
February  28, 1913,  and  before  January  1,  previously  determined  shall  be  deter 
1952,  where  election  made.  If  an  elec-  kilned  under  the  principles  of  sectio: 
tion  has  been  properly  made  under  sec-  1314.  The  only  adjustments  made  ii 
tion  1020,  or  under  section  113  (d)  of  the  determining  whether  there  would 'be  ai 
Internal  Revenue  Code  of  1939,  the  de-  increase  li>  tax  shall  be  those  resultin 


for  such  periods  where  no  election  is 
made,  see  paragraph  (c)  of  this  section. 

(ii)  The  determination  of  the  amount 
properly  allowable  for  exhaustion,  wear 
and  tear,  obsolescence,  amortization,  and 
depletion  shall  be  made  on  the  basis  of 
facts  reasonably  known  to  exist  at  the 
end  of  the  taxable  year.  A  taxpayer  is 
not  permitted  to  take  advantage  in  a 
later  year  of  his  prior  failure  to  take  any 
such  allowance  or  his  taking  an  allow¬ 
ance  plainly  inadequate  under  the  known 
facts  in  prior  years.  In  the  case  of  de¬ 
preciation.  if  in  prior  years  the  tax¬ 
payer  has  consistently  taken  proper  de¬ 
ductions  imder  one  method,  the  amount 
allowable  for  such  prior  years  shall  not 
be  increased  even  though  a  greater 
amount  would  have  been  allowable  under 
another  proper  method.  For  rules  gov¬ 
erning  losses  on  retirement  of  depreciable 
property,  including  rules  for  determining 
basis,  see  §  1.167  (a) --8  of  the  regulations 
\mder  section  167.  This  subdivision  may 
be  illustrated  by  the  following  example: 

Example.  An  asset  was  purchased  January 
1,  1950,  at  a  cost  of  $10,000.  The  useful  life 
of  the  asset  Is  10  years.  It  has  no  salvage 
value.  Depreciation  was  deducted  and  al¬ 
lowed  for  1960  to  1954  as  follows: 

1950 _  $500 

1951- _  _ 

1952 _  1.  000 

.  1953 . 1,  000 

1954 . 1.  000 


Total  amount  allowed _ _  3,500 

The  correct  reserve  as  of  December  31,  1954, 
Is  computed  as  foUows: 

Dec.  31i  >v. 

I960  ($10,000-:- 10) _  $1,000 

1951  ($9,000-:-9) _  1,000 

1962  ($8,000-:-8)„ . -  1,000 

1953  ($7,000-:-7) _  1,000 

1954  ($6.000-4-6) _  1.000 


Reserve  Dec,  31, 1964 _  6, 000 

Depreciation  for  1955  is  computed  as  follows: 

Cost _ $10,  000 

Reserve  as  of  December  31, 1954—.  6, 000 


Unrecovered  cost _  6, 000 

Depreciation  allowable  for  1955 

($5,000-4-5) _ _ _  1,000 

(2)  Adjustment  for  amount  allowable 
where  no  depreciation  deduction  claimed. 
(i)  If  the  taxpayer  has  not  taken  a  de¬ 
preciation  deduction  either  in  the  tax¬ 
able  year  or  for  any  prior  taxable  year, 
adjustments  to  basis  of  the  property  for 
depreciation  allowable  shall  be  deter¬ 
mined  by  using  the  straight-line  method 
"Of  depreciation.  (See  §  1.1016-4  for  ad¬ 
justments  in  the  case  of  persons  exempt 
from  income  taxation.) 

(ii)  For  taxable  years  beginning  after 
December  31,  1953,  and  ending  after  Au¬ 
gust  16, 1954,  if  the  taxpayer  with  respect 
to  anv  property  has  taken  a  deduction 
for  depreciation  properly  under  one  of 
the  methods  provided  in  section  167  (b) 
for  one  or  more  years  but  has  omitted 
the  deduction  in  other  years,  the  adjust¬ 
ment  to  basis  for  the  depreciation  allow¬ 
able  in  such  a  case  will  be  the  deduction 
under  the  method  which  was  used  by 
the  taxpayer  with  respect  to  that  prop¬ 
erty.  Thus,  if  A  acquired  property  in 
1954  on  which  he  properly  computed  his 
depreciation  deduction  under  the 
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from  the  disallowance  of  the  amount 
allowed.  The  taxable  years  for  which 
the  determination  is  made  shall  be  the 
taxable  year  for  which  the  deduction 
was  allowed  and  any  other  taxable  year 
which  would  be  affected  by  the  disallow¬ 
ance  of  such  deduction.  Examples  of 
such  other  taxable  years  are  taxable 
years  to  which  there  was  a  carryover  or 
carryback  of  a  net  operating  loss  from 
the  taxable  year  for  which  the  deduction 
was  allowed,  and  taxable  years  for  which 
a  computation  under  section  111  or  sec¬ 
tion  1333  was  made  by  reference  to  the 
taxable  year  for  which  the  deduction 
was  allowed.  In  determining  whether 
the  disallowance  of  any  part  of  the  de¬ 
duction  would  not  have  resulted  in  an 
increase  in  any  tax  previously  deter¬ 
mined,  proper  adjustment  must  be  made 
for  previous  determinations  under  sec¬ 
tion  1311,  or  section  3801  of  the  Internal 
Revenue  Code  of  1939,  and  for  any  pre¬ 
vious  application  of  section  1016  (a)  (2) 
(B),  or  section  113  (b)  (1)  (B)  (ii)  of 
the  Internal  Revenue  Code  of  1939. 

(3)  If  a  determination  under  section 
1016  (a)  (2)  (B)  must  be  made  with  re¬ 
spect  to  several  properties  for  each  of 
which  the  amount  allowed  for  the  tax¬ 
able  year  exceeded  the  amount  allow¬ 
able,  the  tax-benefit  amount  allowed 
with  respect  to  each  of  such  properties 
shall  be  an  allocated  portion  of  the  tax- 
benefit  amount  allowed  determined  by 
reference  to  the  sum  of  the  amounts 
allowed  and  the  sum  of  the  amounts  al¬ 
lowable  with  respect  to  such  several 
properties. 

(4)  In  the  case  of  property  held  by  a 
partnership  or  trust,*the  computation  of 
the  tax-benefit  amount  allowed  shall 
take  into  account  the  tax  benefit  of  the 
partners  or  beneficiaries,  as  the  case  may 
be,  from  the  deduction  by  the  partner¬ 
ship  or  trust  of  the  amount  allowed  to  the 
partnership  or  the  trust.  For  this  pur¬ 
pose,  the  determination  of  the  amount 
allowed  which  resulted  in  a  tax  benefit 
to  the  partners  or  beneficiaries  shall  be 
made  in  the  same  manner  as  that  pro¬ 
vided  above  with  respect  to  the  taxes  of 
the  person  holding  the  property. 

(5)  A  taxpayer  seeking  to  limit  the 
adjustment  to  basis  to  the  tax-benefit 
amount  allowed  for  any  period,  in  lieu 
of  the  amount  allowed,  must  establish 
the  tax-benefit  amount  allowed.  A  fail¬ 
ure  of  adequate  proof  as  to  the  tax- 
benefit  amount  allowed  with  respect  to 
one  period  does  not  preclude  the  tax¬ 
payer  from  limiting  the  adjustment  to 
basis  to  the  tax-benefit  amount  allowed 
with  respect  to  another  period  for  which 
adequate  proof  is  available.  For  ex¬ 
ample,  a  corporate  transferee  may  have 
available  adequate  records  with  respect 
to  the  tax  effect  of  the  deduction  of  er¬ 
roneous  depreciation  for  certain  taxable 
years,  but  may  not  have  available  ade¬ 
quate  records  with  respect  to  the  deduc¬ 
tion  of  excessive  depreciation  for  other 
taxable  years  during  which  the  property 
was  held  by  its  transferor.  In  such  case 
the  corporate  transferee  shall  not  be 
denied  the  right  to  apply  this  section 
with  respect  to  the  erroneous  deprecia¬ 
tion  for  the  period  for  which  adequate 
proof  is  available. 
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(f)  Determination  of  amount  allow- 
able  in  prior  taxable  years.  (1)  One  of 
the  factors  in  determining  the  adjust¬ 
ment  to  basis  as  of  any  date  is  the 
amount  of  depreciation,  depletion,  etc., 
allowable  for  periods  prior  to  such  date. 
The  amount  allowable  for  such  prior 
periods  is  determined  under  the  law  ap¬ 
plicable  to  such  prior  periods;  all  ad¬ 
justments  required  by  the  law  applicable 
to  such  periods  are  made  in  determining 
the  adjusted  basis  of  the  property  for  the 
purpose  of  determining  the  amount  al¬ 
lowable.  Provisions  corresponding  to  the 
rules  in  section  1016  (a)  (2)  (B)  de¬ 
scribed  in  paragraphs  (d)  and  (e)  of  this 
section,  which  limit  adjustments  to  the 
“tax-benefit  amount  allowed”  where  an 
election  is  properly  exercised,  were  first 
enacted  by  Public  Law  539  (82d  Con¬ 
gress)  approved  July  14, 1952.  That  law 
provided  that  corresponding  rules  are 
deemed  to  be  includible  in  all  revenue 
laws  applicable  to  taxable  years  ending 
after  December  31,  1931.  Accordingly, 
those  rules  shall  be  taken  into  account  in 
determining  the  amount  of  depreciation, 
etc.,  allowable  for  any  taxable  year  end¬ 
ing  after  December  31,  1931.  For  ex¬ 
ample,  if  the  adjusted  basis  of  property 
held  by  the  taxpayer  since  January  1, 
1930,  is  determined  as  of  January  1, 1955, 
and  if  an  election  was  properly  made 
under  section  1020,  or  section  113  (d)  of 
the  1939  Code,  then  the  amount  allow¬ 
able  which  is  taken  into  account  in  com¬ 
puting  the  adjusted  basis  as  of  January 
1,  1955,  shall  be  determined  by  taking 
those  rules  into  account  for  all  taxable 
years  ending  after  December  31,  1931. 
Public  Law  539  made  no  change  in  the 
law  applicable  in  determining  the 
amount  allowable  for  taxable  years  end¬ 
ing  before  January  1, 1932.  If  there  was 
a  final  decision  of  a  court  prior  to  the 
enactment  of  Public  Law  539,  determin¬ 
ing  the  amount  allowable  for  a  particular 
taxable  year,  such  determination  shall 
be  adjusted.  In  such  case  the  adjust¬ 
ment  shall  be  made  only  for  the  purpose 
of  taking  the  provision  of  that  law  into 
account  and  only  to  the  extent  made 
necessary  by  such  provisions. 

(2)  Although  Public  Law  539  amended 
the  law  applicable  to  all  taxable  years 


ending  after  December  31,  1931,  the 
amendment  does  not  permit  refund, 
credit,  or  assessment  of  a  deficiency  for 
any  taxable  year  for  which  such  refund, 
credit,  or  assessment  was  barred  by  any 
law  or  rule  of  law. 

(g)  Property  with  transferred  basis. 
The  following  rules  apply  in  the  deter¬ 
mination  of  the  adjustments  to  basis  of 
property  in  the  hands  of  a  transferee, 
donee,  or  grantee  which  are  required  by 
section  1016  (b),  or  section  113  (b)  (2) 
of  the  Internal  Revenue  Code  of  1939, 
with  respect  to  the  period  the  property 
was  held  by  the  transferor,  donor,  or 
grantor: 

(1)  An  election  or  a  revocation  of  an 
election  under  section  1020,  or  section 
113  (d)  of  the  Internal  Revenue  Code 
of  1939,  by  a  transferor,  donor,  or 
grantor,  which  is  made  after  the  date 
of  the  transfer,  gift,  or  grant  of  the 
property  shall  not  affect  the  basis  of 
such  property  in  the  hands  of  the  trans¬ 
feree,  donee,  or  grantee.  An  election  or 
a  revocation  of  an  election' made  before 
the  date  of  the  transfer,  gift,  or  grant 
of  the  property  shall  be  taken  into  ac¬ 
count  in  determining  under  section  1016 
(b)  the  adjustments  to  basis  of  such 
property  as  of  the  date  of  the  transfer, 
gift,  or  grant,  whether  or  not  an  election 
or  a  revocation  of  an  election  under  sec¬ 
tion  1020,  or  section  113  (d)  of  the  In¬ 
ternal  Revenue  Code  of  1939,'  was  made 
by  the  transferee,  donee,  or  grantee. 

(2)  An  election  by  the  transferee, 
donee,  or  grantee,  or  a  revocation  of  such 
an  election  shall  be  applicable  in  deter¬ 
mining  the  adjustments  to  basis  for  the 
period  during  which  the  property  was 
held  by  the  transferor,  donor,  or 
grantor,  whether  or  not  the  transferor, 
donor,  or  grantor  had  made  an  election 
or  a  revocation  of  an  election,  provided 
that  the  property  was  held  by  the  trans¬ 
feree,  donee,  or  grantee  at  any  time  on  or 
before  the  date  on  which  the  election  or 
revocation  was  made. 

(h)  Examples.  The  application  of 
section  1016  (a)  (1)  and  (2)  may  be 
Illustrated  by  the  following  examples: 

Example  (i).  The  case  of  Corporation 
A  discloses  the ' following  facts: 


(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

Year 

Amount  al¬ 
lowed 

Amount  al¬ 
lowed  which 
reduced  tax¬ 
payer’s  taxes 

Amount  al¬ 
lowable 

Amount  al¬ 
lowable  but 
not  less 
than  amount 
allowed 

Amount  allow¬ 
able  but  not 
less  than 
amount 
allowed 
which  reduced 
taxpayer’s 
tuxes 

1940  _  . 

$6,000 

7,000 

5,000 

$5,500 

7,000 

4,000 

$5,000 
6,  .500 
6,500 

$6,000 

7,000 

6,500 

$5,  .500 
7,000 
6,500 

19ii0  _ 

1951-  „  -  -  - 

Tnfal,  1949-.51  _ 

19,500 

19,000 

1952- 

6.500 
5,000 

4.500 

6.500 
4,000 

4.500 

6,000 

4,000 

6,  .500 
4,000 

195.1  .  .  . .  _  .  . 

1954__  _  _ 

6,000 

6,000 

Total,  19.'>2-.M  _ 

16,500 

The  cost  or  other  basis  Is  to  be  adjusted 
by  $16,500  with  respect  to  the  years  1952-54, 
that  Is,  by  the  amount  allowable  but  not  less 
than  the  amount  allowed  which  reduced  the 
taxpayer’s  taxes.  An  adjustment  must  also 
be  made  with  respect  to  the  years  1949-1951. 


the  amount  of  such  adjustment  depending 
upon  whether  an  election  was  properly  made 
under  section  1020,  or  section  113  (d)  of  the 
Internal  Revenue  Code  of  1939.  If  no  such 
election  was  made,  the  amount  of  the  ad¬ 
justment  with  respect  to  the  years  1949-51 
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Is  1 19, 500.  that  Is.  the  amount  allowed  but 
not  less  than  the  amount  allowable.  If  an 
election  was  properly  made,  the  amount  of 
the  adjustment  with  respect  to  the  years 
1949-51  Is  $19,000.  that  is.  the  amount  allow¬ 
able  but  not  less  than  the  amount  allowed 
which  reduced  the  taxpayer's  taxes. 

Example  (2).  Corporation  A,  which  files 
its  returns  on  the  basis  of  a  calendar  year, 
purchased  a  building  on  January  1.  1950,  at 
a  cost  of  $100,000.  On  the  basis  of  the  facts 
reasonably  known  to  exist  at  the  end  of  1950, 
a  period  of  50  years  should  have  been  used 
as  the  correct  useful  life  of  the  building: 
nevertheless,  depreciation  was  computed  by 
Corporation  A  on  the  basis  of  a  useful  life  of 
25  years,  and  was  allowed  for  1950  through 
1953  as  a  deduction  in  an  annual  amount  of 
$4,000.  The  building  was  sold  on  January  1, 
1954.  Corporation  A  did  not  make  an  elec¬ 
tion  under  section  1020,  or  section  113  (d)  of 
the  Internal  Revenue  Code  of  1939.  No  part 
of  the  amount  allowed  Corporation  A  for  any 
of  the  years  1950  through  1953  resulted  in  a 
reduction  of  Corporation  A’s  taxes.  The 
adjusted  basis  of  the  building  as  of  Janu¬ 
ary  1,  1954,  is  $88,166,  computed  as  follows: 


TaxnWe 

year 

0  1 

Adjust¬ 
ments  R) 
basis  as 
o(  begin- 
ning  of 
taxable 
year 

Adjusted 
basis  on 
Jan.  1 

Remain¬ 
ing 
life  on 

1  Jan.  1 

1 

i  I 

Depre¬ 
ciation 
allow- 
i  able 

Depre¬ 

ciation 

allowed 

19S0  .... 

$100,000 

90,000 

so 

$2,000 

1,959 

$4,000 

4,000 

. 

$4,000 

49 

1952 . 

8,000 

92,000 

48 

1,917 

4,000 

19.M . 

9,917 

90,083 

47 

1, 917 

4,000 

1954 . 

11,834 

88,106 

Example  {3).  The  facts  are  the  same  as 
in  example  (2),  except  that  Corporation  A 
made  a  proper  election  under  section  1020. 
In  such  case,  the  adjusted  basis  of  the  build¬ 
ing  as  of  January  1. 1954.  is  $92,000  computed 
as  follows: 


Taxable 

year 

Adjust¬ 
ments  to 
basis  as 
of  begin¬ 
ning  of 
taxable 
year 

Adjusted 
basis  on 
Jan.l 

Re¬ 
main¬ 
ing  life 
on  Jan. 

1 

Depre¬ 

ciation 

allow¬ 

able 

Depre¬ 

ciation 

allowed 

1950  .... 

$100,000 

98,000 

96,000 

94.000 

62,000 

50 

49 

48 

47 

$2,000 

2,000 

2,000 

2,000 

$4,000 
4,000 
4, 000 
4,000 

1951  . 

1952  . 

1953  . 

1954  . 

^.666 

4,000 

6.000 

8,000 

,  Example  (4).  If  it  is  assumed  that  in 
example  (2).  or  in  example  (3),  all  of  the 
deduction  allowed  dorporation  A  for  1953 
had  resulted  in  a  reduction  of  A’s  taxes,  the 
adjustment  to  the  basis  of  the  building  for 
depreciation  for  1953  would  reflect  the  entire 
$4,000  deduction.  In  such  case,  the  adjusted 
basis  of  the  building  as  of  January  1,  1954, 
would  be  $86,083  in  example  (2),  and  $90,000 
in  example  (3). 

Example  (5).  The  facts  are  the  same  as 
In  example  (2)  except  that  for  the  year  1950 
all  of  the  $4,000  amount  allowed  Corpora¬ 
tion  A  as  a  deduction  for  depreciation  for 
that  year  resulted  in  a  reduction  of  A’s  taxes. 
In  such  case,  the  adjustments  to  the  basis  of 
the  building  remain  the  same  as  those  set 
forth  in  example  (2) . 

Example  (6).  The  facts  are  the  same  as 
in  example  (3)  except  that  for  the  year  1950 
all  of  the  $4,000  amovmt  allowed  Corporation 
A  as  a  deduction  for  depreciation  resulted 
in  a  reduction  of  A’s  taxes.  In  such  case, 
the  adjusted  basis  of  the  building  as  of 
January  1,  1954,  is  $90,123,  computed  as 
follows: 


PROPOSED  RULE  MAKING 


Taxable 

year 

Adjust¬ 
ments  to 
basis  as 
of  begin¬ 
ning  of 
taxable 
year 

Adjitsted 
basis  on 

Jan.  1 

Re¬ 
main¬ 
ing  life 
on 

Jan.  1 

Depre¬ 

cia¬ 

tion 

allow¬ 

able 

•4 

Depre¬ 

cia¬ 

tion 

allowed 

1950 . 

$100,000 

50 

$2,000 

$4,000 

1951 . 

$4.o66 

96,000 

49 

1,959 

4,000 

1952 . 

5,959 

94.041 

48 

1,959 

4,000 

1953 . 

7,918 

92,082 

47 

1,959 

4,000 

1954  .... 

9,877 

90,123 

§  1.1016-4  Exhaustion,  wear  and  tear, 
obsolescence,  amortization,  and  deple¬ 
tion;  periods  during  which  income  was 
not  subject  to  tax.  Adjustments  to  basis 
must  be  made  for  exhaustion,  wear  and 
tear,  obsolescence,  amortization,  and  de¬ 
pletion  to  the  extent  actually  sustained 
in  respect  of : 

(a)  Any  period  before  March  1,  1913, 
and 

(b)  Any  period  since  February  28, 
1913,  during  which  the  property  was  held 
by  a  person  or  an  organization  not  sub¬ 
ject  to  income  taxation  under  chapter  1 
of  the  Internal  Revenue  Code  of  1954  or 
prior  income  tax  laws. 

The  amount  of  the  aforedescribed  deduc¬ 
tions  actually  sustained  is  that  amount 
charged  off  on  the  books  of  the  taxpayer 
where  such  amount  is  considered  by  the 
Commissioner  to  be  reasonable.  Other¬ 
wise  the  amount  actually  sustained  will 
be  the  amount  that  would  have  been  al¬ 
lowable  as  a  deduction  had  the  taxpayer 
been  subject  to  income  tax  during  such 
period.  In  the  case  of  depreciation,  such 
deduction  will  be  determined  by  using 
the  straight  line  method. 

§  1.1016-5  Miscellaneous  adjustments 
to  basis — (a)  Certain  stock  distributions. 

( 1 )  In  the  case  of  stock,  the  cost  or  other 
basis  must  be  diminished  by  the  amount 
of  distributions  previously  made  which, 
under  the  law  applicable  to  the  year  in 
which  the  distribution  was  made,  either 
were  tax  free  or  were  applicable  in  reduc¬ 
tion  of  basis  (not  including  distributions 
made  by  a  corporation  which  was  classi¬ 
fied  as  a  personal  service  corporation 
under  the  provisions  of  the  Revenue  Act 
of  1918  or  1921,  out  of  its  earnings  or 
profits  which  were  taxable  in  accordance 
with  the  provisions  of  section  218  of  the 
Revenue  Act  of  1918  or  1921).  For  ad¬ 
justments  to  basis  in  the  case  of  certain 
corporate  distributions,  see  section  301 
and  the  regulations  thereunder. 

(2)  The  application  of  subparagraph 
(1)  may  be  illustrated  by  the  following 
example: 

Example.  A,  who  makes  his  returns  upon 
the  calendar  year  basis,  purchased  stock  in 
1923  for  $5,000.  He  received  in  1924  a  dis¬ 
tribution  of  $2,000  paid  out  of  earnings  and 
proflts  of  the  corporation  accumulated  before 
March  1,  1913.  The  adjusted  basis  for  de¬ 
termining  the  gain  or  loss  from  the  sale 
or  other  disposition  of  the  stock  in  1954  is 
$5,000  less  $2,000,  or  $3,000,  and  the  amount 
of  the  gain  or  loss  from  the  sale  or  other 
disposition  of  the  stock  is  the  difference 
between  $3,000  and  the  amount  realized  from 
the  sale  or  oth^r  disposition. 

(b)  Amortizable  bond  premium.  In 
the  case  of  a  tax-exempt  bond,  basis  shall 
be  reduced  by  the  amount  of  the  amor¬ 


tizable  bond  premium  disallowable  as  a 
deduction  under  section  171  (a)  (2),  or 
under  section  125  (a)  (2)  of  the  Internal 
Revenue  Code  of  1939  and,  in  the  case 
of  any  other  bond  (as  defined  in  section 
171  (d)),  basis  shall  be  reduced  by  the 
amount  of  the  deductions  allowable 
under  section  171  (a)^l),  or  under  sec¬ 
tion  125  (a)  (1)  of  the  Internal  Revenue 
Code  of  1939. 

(c)  Short-term  municipal  bonds.  In 
the  case  of  a  short-term  municipal  bond 
(as  defined  in  section  75  (b) ) ,  basis  shall 
be  adjusted  to  the  extent  provided  in 
section  75  or  as  provided  in  section  22  (o) 
of  the  Internal  Revenue  Code  of  1939, 
and  the  regulations  thereunder. 

(d)  Sale  or  exchange  of  residence. 
Where  the  acquisition  of  a  new  residence 
results  in  the  nonrecognition  of  any  part 
of  the  gain  on  the  sale,  exchange,  or  in¬ 
voluntary  conversion  of  the  old  residence, 
the  basis  of  the  new  residence  shall  be 
reduced  by  the  amount  of  the  gain  not  so 
recognized  pursuant  to  section  1034  (a), 
or  section  112  (n)  of  the  Internal  Reve¬ 
nue  Code  of  1939,  and  regulations  there- 
xmder.  See  section  1034  (e)  and  regu¬ 
lations  thereunder. 

(e)  Loans  from  Commodity  Credit 
Corporation.  In  the  case  of  property 
pledged  to  the  Commodity  Credit  Cor¬ 
poration,  the  basis  of  such  property  shall 
be  increased  by  the  amount  received  as  a 
loan  from  such  corporation  and  treated 
by  the  taxpayer  as  income  for  the  year 
in  which  received  under  section  77,  or 
under  section  123  of  the  Internal  Reve¬ 
nue  Code  of  1939.  The  basis  of  such 
property  shall  be  reduced  to  the  extent 
of  any  deficiency  o'a  such  loan  with  re¬ 
spect  to  which  the  taxpayer  has  been 
relieved  from  liability. 

(f)  Deferred  development  and  ex¬ 
ploration  expenses.  Expenditures  for 
development  and  exploration  of  mines 
or  mineral  deposits  treated  as  deferred 
expenses  under  sections  615  and  616,  or 
under  the  corresponding  provisions  of 
prior  income  tax  laws,  are  chargeable  to 
capital  account  and  shall  be  an  adjust¬ 
ment  to  the  basis  of  the  property  to 
which  they  relate.  The  basis  so  adjusted 
shall  be  reduced  by  the  amount  of  such 
expenditures  allowed  as  deductions  which 
results  in  a  reduction  for  any  taxable 
year  of  the  taxpayer’s  taxes  under  sub¬ 
title  A  (other  than  chapter  2  relating  to 
tax  on  self-employment  income)  of  the 
Internal  Revenue  Code  of  1954,  or  prior 
income,  war-profits,  or  excess-profits 
tax  laws,  but  not  less  than  the  amounts 
allowable  under  such  provisions  for  the 
taxable  year  and  prior  years.  This 
amount  is  considered  as  the  “tax-benefit 
amount  allowed’’  and  shall  be  determined 
in  accordance  with  paragraph  (e)  of 
§  1.1016-3.  For  example,  if  a  taxpayer 
purchases  unexplored  and  undeveloped 
mining  property  for  $1,000,000  and  at 
the  close  of  the  development  stage  has 
incurred  exploration  and  development 
costs  of  $9,000,000  treated  as  deferred 
expenses,  the  basis  of  such  property  at 
such  time  for  computing  gain  or  loss  will 
be  $10,000,000.  Assuming  that  the  tax¬ 
payer  in  this  example  has  operated  the 
mine  for  several  years  and  has  deducted 
allowable  percentage  depletion  in  the 
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amount  of  $2,000,000  and  has  deducted 
allowable  deferred  exploration  and  de¬ 
velopment  expenditures  of  $2,000,000, 
the  basis  of  the  property  in  the  taxpay¬ 
er’s  hands  for  purposes  of  determining 
gain  or  loss  from  a  sale  will  be  $6,000,000. 

(g)  Sale  of  land  with  unharvested 
crop.  In  the  case  of  an  unharvested 
crop  which  is  sold,  exchanged,  or  invol¬ 
untarily  converted  with  the  land  and 
which  is  considered  as  property  used  in 
the  trade  or  business  under  section  1231, 
the  basis  of  such  crop  shall  be  increased 
by  the  amount  of  the  items  which  are 
attributable  to  the  production  of  such 
crop  and  which  are  disallowed,  imder 
section  268,  as  deductions  in  computing 
taxable  income.  The  basis  of  any  other 
property  shall  be  decreased  by  the 
amount  of  any  such  items  which  are 
attributable  to  such  other  property,  not¬ 
withstanding  any  provisions  of  section 
1016  or  of  this  section  to  the  contrary. 
For  example,  if  the  items  attributable 
to  the  production  of  an  unharvested  crop 
consist  only  of  fertilizer  costing  $100  and 
$50  depreciation  on  a  tractor  used  only 
to  cultivate  such  crop,  and  such  items 
are  disallowed  under  section  268,  the  ad¬ 
justments  to  the  basis  of  such  crop  shall 
include  an  increase  of  $150  for  such 
items  and  the  adjustments  to  the  basis 
of  the  tractor  shall  include  a  reduction 
of  $50  for  depreciation. 

(h)  Consent  dividends.  (1)  In  the 
case  of  amounts  specified  in  a  share¬ 
holder’s  consent  to  which  section  28  of 
the  Internal  Revenue  Code  of  1939  ap¬ 
plies,  the  basis  of  the  consent  stock  shall 
be  increased  to  the  extent  provided  in 
subsection  (h)  of  such  section. 

(2)  In  the  case  of  amounts  specified 
in  a  shareholder’s  consent  to  be  treated 
as  a  consent  dividend  to  which  section 
565  applies,  the  basis  of  the  consent  stock 
shall  be  increased  by  the  amount  w'hich, 
under  section  565  (c)  (2),  is  treated  as 
contributed  to  the  capital  of  the  cor¬ 
poration. 

(i)  Stock  in  foreign  personal  holding 
company.  In  the  case  of  the  stock  of  a 
United  States  shareholder  in  a  foreign 
personal  holding  company,  basis  shall  be 
adjusted  to  the  extent  provided  in  section 
551  (f)  or  corresponding  provisions  of 
prior  income  tax  laws. 

(j)  Research  and  experimental  ex¬ 
penditures.  Research  and  experimental 
expenditures  treated  as  deferred  ex¬ 
penses  under  section  174  (b)  are  charge¬ 
able  to  capital  account  and  shall  be  an 
adjustment  to  the  basis  of  the  property 
to  which  they  relate.  The  basis  so  ad¬ 
justed  shall  be  reduced  by  the  amount  of 
such  expenditures  allowed  as  deductions 
which  results  in  a  reduction  for  any  tax¬ 
able  year  of  the  taxpayer’s  taxes  under 
subtitle  A  (other  than  chapter  2  relating 
to  tax  on  self-employment  income)  of 
the  Internal  Revenue  Code  of  1954,  or 
prior  income,  war-profits,  or  excess- 
profits  tax  laws,  but  not  less  than  the 
amounts  allowable  under  such  provisions 
for  the  taxable  year  and  prior  years. 
This  amount  is  considered  a&the  “tax- 
benefit  amount  allowed’’  and  shall  be 
determined  in  accordance  with  para¬ 
graph  (e)  of  §  1.1016-3. 

(k)  Deductions  disallowed  in  connec¬ 
tion  with  disposal  of  coal.  Basis  shall  be 


adjusted  by  the  an^ount  of  the  deduc¬ 
tions  disallowed  under  section  272  with 
respect  to  the  disposal  of  coal  covered 
by  section  631. 

(1)  Expenditures  attributable  to  grants 
or  loans  covered  by  section  621.  In  the 
case  of  expenditures  attributable  to  a 
grant  or  loan  made  to  a  taxpayer  by  the 
United  States  for  the  encouragement  of 
exploration  for,  or  development  or  min¬ 
ing  of,  critical  and  strategic  minerals  or 
metals,  basis  shall  be  adjusted  to  the 
extent  provided  in  section  621,  or  in 
section  22  (b)  (15)  of  the  Internal 
Revenue  Code  of  1939. 

§  1.1016-6  Other  applicable  rules,  (a) 
Adjustments  must  always  be  made  to 
eliminate  double  deductions  or  their 
equivalent.  Thus,  in  the  case  of  the 
stock  of  a  subsidiary  company,  the  basis 
thereof  must  be  properly  adjusted  for  the 
amount  of  the  subsidiary  company’s 
losses  for  the  years  in  which  consolidated 
returns  were  made. 

(b)  In  determining  basis,  and  adjust¬ 
ments  to  basis,  the  principles  of  estoppel 
apply,  as  elsewhere  under  the  Internal 
Revenue  Code  of  1954,  and  prior  internal 
revenue  laws. 

§  1.1016-7  Adjusted  basis;  cancella¬ 
tion  of  indebtedness  under  Bankruptcy 
Act.  (a)  In  addition  to  the  adjustments 
provided  in  section  1016,  further  adjust¬ 
ment  is  required  in  the  case  of  a  cancel¬ 
lation  or  reduction  of  indebtedness  in 
any  proceeding  under  chapters  X,  XI, 
or  XII  of  the  Bankruptcy  Act  (11  U.  S.  C. 
c.  10,  11,  and  12)  and  under  sections  12, 
74,  or  77B  of  the  Bankruptcy  Act  of  1898 
as  amended.  For  exceptions  to  the  above 
rule  see  sections  372,  373,  374,  and  1018.  • 
Furthermore,  no  such  further  adjust¬ 
ment  will  be  made  in  the  case  of  a  “wage 
earner”  as  that  term  is  defined  in  sec¬ 
tion  606  (8)  of  the  Bankruptcy  Act  (11 
U.  S.  C.  1006  (8)).  The  further  adjust¬ 
ments  required  by  this  section  shall  be 
made  in  the  following  manner  and 
order: 

(1)  In  the  case  of  indebtedness  in¬ 
curred  to  purchase  specific  property 
(other  than  inventory  or  notes  or  ac¬ 
counts  receivable)  whether  or  not  a  lien 
is  placed  against  such  property  securing 
the  payment  of  all  or  part  of  such  in¬ 
debtedness,  which  indebtedness  shall 
have  been  canceled  or  reduced  in  any 
such  proceeding,  the  cost  or  other  basis 
of  such  property  shall  be  decreased  (but 
not  below  its  fair  market  value)  by  the 
amount  by  which  the  indebtedness  so 
incurred  with  respect  to  such  property 
shall  have  been  canceled  or  reduced; 

(2)  In  the  case  of  specific  property 
(other  than  inventory  or  notes  or  ac¬ 
counts  receivable)  against  which,  at  the 
time  of  the  cancellation  or  reduction  of 
the  indebtedness,  there  is  a  lien  (other 
than  a  lien  securing  indebtedness  in- 
curi'ed  to  purchase  such  property)  the 
cost  or  other  basis  of  such  property  shall 
be  decreased  (but  not  below  its  fair 
market  value)  by  the  amount  by  which 
the  indebtedness  secured  by  such  lien 
shall  have  been  canceled  or  reduced ; 

(3)  Any  excess  of  the  total  amoimt  by 
which  the  indebtedness  shall  have  been 
so  canceled  or  reduced  in  such  proceed¬ 
ing  over  the  sum  of  the  adjustments 


made  under  subparagraphs  (1)  and  (2) 
of  this  paragraph  shall  next  be  applied 
to  reduce  the  cost  or  other  basis  of  the 
property  of  the  debtor  (other  than  in¬ 
ventory  and  notes  and  accounts  receiv¬ 
able,  but  including  property  covered  by 
such  subparagraphs)  as  follows:  the  cost 
or  other  basis  of  each  imit  of  property 
shall  be  decreased  (but  not  below  its  fair 
market  value)  in  an  amount  equal  to 
such  proportion  of  such  excess  as  the  ad¬ 
justed  basis  (after  adjustment  under 
subparagraphs  (1)  and  (2)  of  this  para¬ 
graph)  of  each  such  unit  of  property 
bears  to  the  sum  of  the  adjusted  bases 
(after  adjustment  under  such  subpara¬ 
graphs)  of  all  the  property  of  the  debtor 
other  than  inventory  and  notes  and  ac¬ 
counts  receivable; 

(4)  Any  excess  of  the  total  amount  by 
which  such  indebtedness  shall  have  been 
so  canceled  or  reduced  over  the  sum  of 
the  adjustments  made  under  subpara¬ 
graphs  (1),  (2),  and  (3),  of  this  para¬ 
graph  shall  next  be  applied  to  reduce  the 
cost  or  other  basis  of  any  units  of  prop¬ 
erty  covered  by  such  subparagraphs 
which  have  a  remaining  basis  (after  ad¬ 
justment  under  such  subparagraphs) 
greater  than  their  fair  market  value,  as 
follows:  the  cost  or  other  basis  of  each 
such  unit  of  property  shall  be  decreased 
(but  not  below  its  fair  market  value)  in 
an  amount  equal  to  such  proportion  of 
such  excess  as  the  remaining  basis  of 
each  such  unit  bears  to  the  sum  of  the 
remaining  bases  of  such  units.  The 
process  shall  be  repeated  until  the  cost 
or  other  basis  of  each  unit  of  the  property 
covered  by  subparagraphs  (1),  (2),  and 
(3)  of  this  paragraph  is  reduced  to  its 
fair  market  value  or  the  amount  by  which 
the  indebtedness  shall  have  been  can¬ 
celed  or  reduced  is  exhausted,  taking  into 
account  in  the  successive  steps  only  those 
units  of  property  having,  after  the  pre¬ 
ceding  adjustment,  a  remaining  basis 
greater  than  their  fair  market  value ;  and 

(5)  Any  excess  of  the  total  amount  by 
which  the  indebtedness  shall  have  been 
so  canceled  or  reduced  over  the  sum  of 
the  adjustments  made  under  subpara¬ 
graphs  (1),  (2),  (3),  and  (4)  of  this 
paragraph  shall  next  be  applied  to  re¬ 
duce  the  cost  or  other  basis  of  inventory 
and  notes  and  accounts  receivable  as  fol¬ 
lows:  the  cost  or  other  basis  of  inventory 
or  notes  or  accounts  receivable,  as  the 
case  may  be,  shall  be  decreased  (but  not 
below  its  fair  market  value)  in  an 
amount  equal  to  such  proportion  of  such 
excess  as  the  adjusted  basis  of  inventory, 
notes  receivable  or  accounts  receivable, 
as  the  case  may  be,  bears  to  the  sum  of 
the  adjusted  bases  of  such  inventory  and 
notes  and  accounts  receivable.  The  proc¬ 
ess  shall  be  repeated  until  the  adjusted 
bases  of  inventory,  notes  receivable,  and 
accounts  receivable  are  reduced  to  their 
fair  market  value  or  the  amount  by 
which  the  indebtedness  shall  have  been 
canceled  or  reduced  is  exhausted,  taking 
into  account  in  the  successive  steps  only 
those  units  of  property  having,  after  the 
preceding  adjustment,  a  remaining  basis 
greater  than  their  fair  market  value. 

(b)  For  Uie  purposes  of  this  section : 

(1)  Basis  shall  be  determined  as  of  the 
dates  of  entry  of  the  order  confirming 
the  plan,  composition,  or  aiTaxigement 
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under  which  such  Indebtedness  shall 
have  been  canceled  or  reduced; 

(2)  Except  where  the  context  other¬ 
wise  requires,  property  means  all  of  the 
debtor’s  property,  other  than  money; 

(3)  No  adjustment  shall  be  made  by 
virtue  of  the  cancellation  or  reduction 
of  any  accrued  interest  unpaid  which 
shall  not  have  resulted  in  a  tax  benefit 
in  any  income  tax  return; 

(4)  The  phrase  “indebtedness  in¬ 
curred  to  purchase”  includes  (i)  indebt¬ 
edness  for  money  borrowed  and  applied 
in  the  purchase  of  property  and  (ii)  an 
existing  indebtedness  secured  by  a  lien 
against  the  property  which  the  debtor, 
as  purchaser  of  such  property,  has 
assumed  to  pay;  and 

(5)  The  term  “fair  market  value”  has 
reference  to  such  value  as  of  the  date 
of  entry  of  the  order  confirming  the  plan, 
composition,  or  arrangement  under 
which  such  indebtedness  shall  have  been 
canceled  or  reduced. 

(c)  Any  determination  of  value  in  a 
proceeding  under  the  Bankruptcy  Act 
(11  U.  S.  C.  1  et  seq.),  shall  not  consti¬ 
tute  a  determination  of  fair  market  value 
for  the  purpose  of  this  section. 

(d)  The  basis  of  any  of  the  debtor’s 
property  which  shall  have  been  trans¬ 
ferred  to  a  person  required  to  use  the 
debtor’s  basis  in  whole  or  in  part  shall 
be  determined  in  accordance  with  the 
provisions  of  this  section. 

§  1.1016-8  Adjusted  basis;  cancella- 
tion  of  indebtedness;  special  cases.  If 
the  taxpayer  and  the  Commissioner  of 
Internal  Revenue  agree,  the  basis  of 
the  taxpayer’s  property  may  be  adjusted 
in  a  manner  different  from  that  set  forth 
in  §  1.1016-7.  Variations  from  such  rule 
may,  for  example,  involve  Adjusting  the 
basis  of  any  part  of  the  taxpayer’s  prop¬ 
erty  or  adjusting  the  basis  of  all  the  tax¬ 
payer’s  property,  according  to  a  fixed 
allocation.  Agreement  between  the  tax¬ 
payer  and  the  Commissioner  of  Internal 
Revenue  as  to  any  variation  from  such 
general  rule  shall  be  effected  only  by  a 
closing  agreement  entered  into  under  the 
provisions  of  section  7121. 

§  1.1016-9  Adjusted  basis;  mutual 
savings  banks,  building  and  loan  associa- 
tions,  and  cooperative  banks,  (a)  'The 
adjustments  to  the  cost  or  other  basis  of 
property  provided  in  section  1016  and 
§§  1.1016-1  to  1.1016-8,  inclusive,  are  ap¬ 
plicable  in  the  case  of  a  mutual  savings 
■  bank  not  having  capital  stock  repre¬ 
sented  by  shares,  a  domestic  building  and 
loan  association,  and  a  cooperative  bank 
v/ithout  capital  stock  organized  and 
operated  for  mutual  purposes  and  with- 
.  out  profit,  although  such  institutions 
were  exempt  from  tax  for  taxable  years 
beginning  before  January  1, 1952.  Proper 
adjustment  must  be  made  under  section 
1016  for  the  entire  period  since  the  ac¬ 
quisition  of  property.  Thus,  adjustment 
to  basis  must  be  made  for  depreciation 
sustained  for  all  prior  taxable  years  al¬ 
though  such  institution  may  have  been 
exempt  from  tax  during  such  years. 
Similarly,  in  the  case  of  tax-exempt  and 
partially  taxable  bonds  purchased  at  a 
premium  and  subject  to  amortization 
under  section  171,  proper  adjustment  to 
basis  must  be  made  to  refiect  amortiza¬ 


tion  with  resp^t  to  such  premium  from 
the  date  of  acquisition  of  the  bond  (or 
in  the  case  of  bonds  not  issued  with  in¬ 
terest  coupons,  or  in  registered  form, 
from  the  date  such  bonds  are  subject  to 
amortization  under  section  171). 

(b)  The  application  of  paragraph  (a) 
of  this  section  may  be  illustrated  by  the 
following  example: 

Example.  On  January  1,  1954,  Z,  a  mutual 
savings  bank,  which  keeps  its  books  on  a 
calendar  year  basis,  owns  a  tax-exempt  $1,000 
noncallable  bond  maturing  on  January  1, 
1964.  Such  bond  was  acquired  by  Z  on  Jan¬ 
uary  1,  1934,  for  $1,300.  It  was  sold  by  Z  on 
December  31. 1954,  for  $1,250.  The  yearly  rate 
of  amortization  of  the  premium,  determined 
by  dividing  the  total  premium  of  $300  by  the 
life  of  the  bond  (30  years)  is  $10.  Z  realizes  a 
gain  of  $80  from  such  sale  computed  as 
follows: 

(1)  Cost  of  bond _ $1,300 

(2)  Amount  of  bond  premium 

attributable  to  years  1942 
through  1951,  during 
which  Z  was  exempt  from 
tax  ($10  times  10  years) _ $100 

(3)  Amount  of  bond  premium 

amortized  from  Jan.  1, 

1952,  through  Dec.  31, 

1954  ($10  times  3  years) _  30 


(4)  Total  amount  of  adjustments  to 
basis  (aggregate  of  (2)  and 
(3)) . 
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(5)  Adjusted  basis  of  bond  at  close  of 

1954  ((1)  reduced  by  (4)) -  1,170 


(6)  Gain  realized  upon  sale — excess 
of  sale  price  over  adjusted 
basis  ($1,250  minus  $1,170) _  80 

The  basis  of  a  fully  taxable  bond  purchased 
at  a  premium  shall  be  adjusted  from  the  date 
to  which  the  election  applies  to  amortize 
such  premium  in  accordance  with  the  pro¬ 
visions  of  section  171,  except  that  no  adjust¬ 
ment  shall  be  allowable  for  such  portion  of 
the  premium  attributable  to  the  period  prior 
to  the  election. 

(c)  In  the  case  of  a  mortgage  (not 
within  the  definition  of  section  171  (d) ) 
purchased,  acquired,  or  originated  at  a 
premium,  where  the  principal  of  such 
mortgage  is  payable  in  installments, 
adjustments  to  the  basis  of  the  premium 
must  be  made  for  all  taxable  years 
(whether  or  not  the  institution  was  ex¬ 
empt  from  tax  during  such  years)  in 
which  installment  payments  are  received. 
Such  adjustments  may  be  made  on  an 
individual  mortgage  basis  or  on  a  com¬ 
posite  basis  by  reference  to  the  average 
period  of  payments  of  the  mortgage  loans 
of  such  institution.  For  the  purpose  of 
this  adjustment,  the  term  “premium” 
includes  the  excess  of  the  acquisition 
value  of  the  mortgage  over  its  maturity 
value.  The  acquisition  value  of  the 
mortgage  is  the  cost  including  buying 
commissions,  attorneys’  fees,  or  broker¬ 
age  fees,  but  such  value  does  not  include 
amounts  paid  for  accrued  interest.  For 
the  method  of  amortization  in  the  case 
of  corporate  mortgages  purchased,  ac¬ 
quired  or  originated  at  a  premium  see 
§  1.171-2  (e)  of  the  regulations  under 
section  171. 

§  1.1016-10  Substituted  basis,  (a) 
Whenever  it  appears  that  the  basis  of 
property  in  the  hands  of  the  taxpayer 
is  a  substituted  basis,  as  defined  in  sec¬ 
tion  1016  (b) ,  the  adjustments  indicated 


in  §§  1.1016-1  to  1.1016-6,  Inclusive,  shall 
be  made  after  first  making  in  respect  of 
such  substituted  basis  proper  adjust¬ 
ments  of  a  similar  nature  in  respect  of 
the  period  during  which  the  property  was 
held  by  the  transferor,  donor,  or  grantor, 
or  during  which  the  other  property  was 
held  by  the  person  for  whom  the  basis 
is  to  be  determined.  In  addition,  when¬ 
ever  it  appears  that  the  basis  of  property 
in  the  hands  of  the  taxpayer  is  a  substi¬ 
tuted  basis,  as  defined  in  section  1016 
(b)  (1),  the  adjustments  indicated  in 
§§  1.1016-7  to  1.1016-9,  inclusive,  and  in 
section  1017  shall  also  be  made,  whenever 
necessary,  after  first  making  in  respect 
of  such  substituted  basis  a  proper  adjust¬ 
ment  of  a  similar  nature  in  respect  of  the 
period  during  which  the  property  was 
held  by  the  transferor,  donor,  or  grantor. 
Similar  rules  shall  also  be  applied  in  the 
case  of  a  series  of  substituted  bases. 

(b)  The  application  of  this  section  may 
be  illustrated  by  the  following  example: 

Example.  A,  who  makes  his  returns  upon 
the  calendar  year  basis,  in  1935  purchased  the 
X  Building  and  subsequently  gave  it  to  his 
son  B.  B  exchanged  the  X  Building  for  the 
Y  Building  in  a  tax-free  exchange,  and  then 
gave  the  Y  Building  to  his  wife  C.  C,  in 
determining  the  gain  from  the  sale  or  dis¬ 
position  of  the  Y  Building  in  1954,  is  required 
to  reduce  the  basis  of  the  building  by  deduc¬ 
tions  for  depreciation  which  were  successively 
allowed  (but  not  less  than  the  amount  allow¬ 
able)  to  A  and  B  upon  the  X  Building  and 
to  B  upon  the  Y  Building,  in  addition  to  the 
deductions  for  depreciation  allowed  (but  not 
less  than  the  amount  allowable)  to  herself 
during  her  ownership  of  the  Y  Building. 

§  1.1018  Statutory  provisions;  adjust¬ 
ment  of  capital  structure  before  Septem¬ 
ber  22, 1938. 

Sec.  1018.  Adjustment  of  capital  structure . 
before  September  22,  1938.  Where  a  plan  of 
reorganization  of  a  corporation,  approved  by 
the  court  in  a  proceeding  under  section  77B 
of  the  National  Bankruptcy  Act,  as  amended 
(48  Stat.  912),  is  consummated  by  adjust¬ 
ment  of  the  capital  or  debt  structure  of  such 
corporation  without  the  transfer  of  its  assets 
to  another  corporation,  and  a  final  judgment 
or  decree  in  such  proceeding  has  been  entered 
before  September  22,  1938,  then  the  provi¬ 
sions  of  section  270  of  the  Bankruptcy  Act, 

,  as  amended  (54  Stat.  709;  11  U.  S.  C.  670), 
shall  not  apply  in  respect  of  the  property  of 
such  corporation.  For  the  purposes  of  this 
section,  the  term  “reorganization”  shall  not 
be  limited  by  the  definition  of  such  term  in 
section  112  (g)  of  the  Internal  Revenue  Code 
of  1939. 

§  1.1018-1  Adjusted  basis;  exception 
to  section  270  of  the  Bankruptcy  Act,  as 
amended.  The  adjustment  to  basis  pro¬ 
vided  by  section  270  of  the  Bankruptcy 
Act,  as  amended  (11  U.  S.  C.  670) ,  and  by 
§§  1.1016-7  and  1.1016-8  shall  not  be 
made  if,  in  a  proceeding  under  section 
77B  of  such  Act,  as  amended  (11  U.  S.  C. 
207 ;  48  Stat.  912) ,  indebtedness  was  can¬ 
celed  in  pursuance  of  a  plan  of  reorgan¬ 
ization  which  was  consummated  by  ad¬ 
justment  of  the  capital  or  debt  structure 
of  the  insolvent  corporation,  and  the  final 
judgment  or  decree  in  such  proceeding 
was  entered  before  September  22,  1938. 
Section  1018  and  this  section  do  not  apply 
if  the  plan  of  reorganization  under  such 
section  77B  was  consummated  by  the 
transfer  of  assets  of  the  insolvent  cor¬ 
poration  to  another  corporation. 
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§  1.1019  Statutory  provisions;  prop- 
eriy  on  which  lessee  has  made  improve¬ 
ments. 

Sec.  1019.  Property  on  which  lessee  has 
made  improvements.  Neither  the  basis  nor 
the  adjusted  basis  of  any  portion  of  real 
property  shall,  in  the  case  of  the  lessor  of 
such  property,  be  increased  or  diminished  on 
account  of  income  derived  by  the  lessor  in 
respect  of  such  property  and  excludable  from 
gross  income  under  section  109  (relating  to 
improvements  by  lessee  on  lessor’s  property). 
If  an  amount  representing  any  part  of  the 
value  of  the  real  property  attributable  to 
buildings  erected  or  other  improvements 
made  by  a  lessee  in  respect  of  such  property 
was  included  in  gross  income  of  the  lessor 
for  any  taxable  year  beginning  before  Jan¬ 
uary  1,  1942,  the  basis  of  each  portion  of  such 
property  shall  be  properly  adjusted  for  the 
amount  so  included  in  gross  income. 

§  1.1019-1  Property  on  which  lessee 
has  made  improvements.  In  any  case 
in  which  a  lessee  of  real  property  has 
erected  buildings  or  made  other  improve¬ 
ments  upon  the  leased  property  and  the 
lease  is  terminated  by  forfeiture  or 
otherwise  resulting  in  the  realization  by 
such  lessor  of  income  which,  were  it  not 
for  the  provisions  of  section  109,  would 
be  includible  in  gross  income  of  the 
lessor,  the  amount  so  excluded  from  gross 
income  shall  not  be  taken  into  accoimt 
in  determining  the  basis  or  the  adjusted 
basis  of  such  property  or  any  portion 
thereof  in  the  hands  of  the  lessor.  If, 
however,  in  any  taxable  year  beginning 
before  January  1,  1942,  there  has  been 
included  in  the  gross  .income  of  the 
lessor  an  amount  representing  any  part 
of  the  value  of  such  property  attributable 
to  such  buildings  or  improvements,  the 
basis  of  each  portion  of  such  property 
shall  be  properly  adjusted  for  the 
amount  so  included  in  gross  income.  For 
example,  A  leased  in  1930  to  B  for  a 
period  of  25  years  unimproved  real  prop¬ 
erty  and  in  accordance  with  the  terms  of 
the  lease  B  erected  a  building  on  the 
property.  It  was  estimated  that  upon 
expiration  of  the  lease  the  building 
would  have  a  depreciated  value  of 
$50,000,  which  value  the  lessor  elected 
to  report  (beginning  in  1931)  as  income 
over  the  term  of  the  lease.  This  method 
of  reporting  was  used  until  1942.  In 
1952  B  forfeits  the  lease.  The.  amount  of 
$22,000  reported  as  income  by  A  during 
the  years  1931  to  1941,  inclusive,  shall 
be  added  to  the  basis  of  the  property 
represented  by  the  improvements  in  the 
hands  of  A.  If  in  such  case  A  did  not 
report  during  the  period  of  the  lease 
any  income  attributable  to  the  value  of 
the  building  erected  by  the  lessee  and 
the  lease  was  forfeited  in  1940  when  the 
building  was  worth  $75,000,  such  amount, 
having  been  included  in  gross  income 
under  the  law  applicable  to  that  year, 
is  added  to  the  basis  of  the  property  rep¬ 
resented  by  the  improvements  in  the 
hands  of  A.  As  to  treatment  of  such 
property  for  the  purposes  of  capital 
gains  and  losses,  see  subchapter  P  (sec¬ 
tions  1201-1241,  inclusive). 

§  1.1022  Statutory  provisions;  cross 
references. 

Sec.  1022.  Cross  references.  (1)  For  cer¬ 
tain  distributions  by  a  corporation  which  are 
applied  in  reduction  of  basis  of  stock,  see 
section  301  (c)  (2). 


(2)  For  basis  of  property  in  case  of  certain 
reorganizations  and  arrangements  under  the 
Bankruptcy  Act,  see  sections  270,  396,  and 
622  of  that  Act,  as  amended  (11  U.  S.  C.  670, 
796,  922). 

(3)  For  basis  in  case  of  construction  of 
new  vessels,  see  section  511  of  the  Merchant 
Marine  Act,  1936,  as  amended  (46  U.  S.  C. 
1161). 

(4)  For  rules  applicable  in  case  of  pay¬ 
ments  in  violation  of  Defense  Production  Act 
of  1950,  as  amended,  see  section  405  of  that 
Act. 

[P.  R.  Doc.  67-1;  Piled,  Jan.  2,  1957; 
8:45  a.  m.] 


[  26  CFR  (1954)  Part  25  1 

Gift  Tax;  Gifts  Made  After 
December  31,  1954 

NOTICE  OF  proposed  RULE  MAKING 

Notice  is  hereby  given,  pursuant  to  the 
Administrative  Procedure  Act,  approved 
June  11,  1946,  that  the  regulations  set 
forth  in  tentative  form  below  are  pro¬ 
posed  to  be  prescribed  by  the  Commis¬ 
sioner  of  Internal  Revenue,  with  the 
approval  of  the  Secretary  of  the  Treasury 
or  his  delegate.  Prior  to  the  final  adop¬ 
tion  of  such  regulations,  consideration 
will  be  given  to  any  data,  views,  or  argu¬ 
ments  pertaining  thereto  which  are  sub¬ 
mitted  in  writing,'  in  duplicate,  to  the 
Commissioner  of  Internal  Revenue,  At¬ 
tention:  T:P,  Washington  25,  D.  C., 
within  the  period  of  30  days  from  the 
date  of  publication  of  this  notice  in  the 
Federal  Register.  The  proposed  regu¬ 
lations  are  to  be  issued  under  the  author¬ 
ity  contained  in  section  7805  of  the 
Internal  Revenue  Code  of  1954  (68 A  Stat. 
917;  26  U.  S.  C.  7805). 

[seal]  O.  Gordon  Delk, 

Acting  Commissioner, 
of  Internal  Revenue. 

The  following  regulations  relating  to 
the  gift  tax  are  hereby  prescribed  under 
chapter  12  of  subtitle  B  of  the  Internal 
Revenue  Code  of  1954  and  under  certain 
sections  of  subtitle  F  of  the  Internal 
Revenue  Code  of  1954.  The  regulations 
are  applicable  to  gifts  made  after  De¬ 
cember  31,  1954: 

gift  Tax 

DETERMINATION  OF  TAX  LIABILITY 

Sec. 

25.2501  Statutory  provisions;  imposition  of 
tax. 

25.2501- 1  Imposition  of  tax. 

25.2501- 2  Residence  and  citizenship. 

25.2502  Statutory  provisions;  rate  of  tax. 

25.2502- 1  Rate  of  tax. 

25.2502- 2  Donor  liable  for  tax. 

25.2503  Statutory  provisions;  taxable  gifts. 

25.2503- 1  General  definition  of  “taxable 
gifts’*. 

25.2503- 2  Exclusions  from  gifts. 

25.2503- 3  Future  Interests  in  property. 

25.2503- 4  Transfer  for  the  benefit  of  a 
minor. 

25.2504  Statutory  provisions;  taxable  gifts 
for  preceding  years. 

25.2504- 1  Taxable  gifts  for  preceding  years. 

25.2504- 2  Valuation  of  certain  gifts  for  pre¬ 
ceding  calendar  years. 

TRANSFERS 

26.2511  Statutory  provisions:  transfers  in 
general. 

25.2511-1  Transfers  in  general. 


Sec. 

25.2511- 2  Cessation  of  donor’s  dominion  and 
control. 

25.2511- 3  Transfers  by  nonresidents  not 
citizens. 

25.2512  Statutory  provisions;  valuation  of 
gifts. 

25.2512- 1  Valuation  of  property;  in  general. 

25.2512- 2  Stocks  and  bonds. 

25.2512- 3  Valuation  of  interest  in  business. 

25.2512- 4  Valuation  of  notes. 

25.2512- 5  Valuation  of  annuities,  life 
estates,  terms  for  years,  remainders  and 
reversions. 

25.2512- 6  Valuation  of  certain  life  Insur¬ 
ance  and  annuity  contracts. 

25.2512- 7  Effect  of  excise  tax. 

25.2512- 8  Transfers  for  insufficient  consid¬ 
eration. 

25.2513  Statutory  provisions;  gift  by  hus¬ 
band  or  wife  to  third  party;  considered 
as  made  one -half  by  each. 

25.2513- 1  Gifts  by  husband  or  wife  to  third 
party  considered  as  made  one-half  by 
each. 

25.2513- 2  Manner  and  time  of  signifying 
consent.  • 

25.2513- 3  Revocation  of  consent. 

25.2513- 4  Joint  and  several  liability  for  tax. 

25.2514  Statutory  provisions;  powers  of  ap¬ 
pointment. 

25.2514- 1  ’Transfers  under  power  of  appoint¬ 
ment. 

25.2514- 2  Powers  of  appointment  created 
on  or  before  October  21,  1942. 

25.2514- 3  Powers  of  appointment  created 
after  October  21,  1942. 

25.2515  Statutory  provisions;  tenancies  by 
the  entirety. 

25.2515- 1  Tenancies  by  the  entirety;  in 
general. 

25.2515- 2  Tenancies  by  the  entirety;  trans¬ 
fers  treated  as  gifts;  manner  of  election 
and  valuation. 

25.2515- 3  Termination  of  tenancy  by  the 
entirety;  cases  in  which  entire  value  of 
gift  is  determined  under  section  2515 
(b). 

25.2515- 4  Termination  of  tenancy  by  en¬ 
tirety;  cases  in  which  none,  or  a  portion 
only,  of  value  of  gift  is  determined  under 
section  2515  (b). 

25.2516  Statutory  provisions;  certain  prop¬ 
erty  settlements. 

25.2516- 1  Certain  property  settlements. 

DEDUCTIONS 

25.2521  Statutory  provisions;  specific  ex¬ 
emption. 

25.2521-1  Specific  exemption. 

25.2522  (a)  Statutory  provisions;  charitable 
and  similar  gifts;  citizens  or  residents. 

25.2522  (a)-l  Charitable  and  similar  gifts; 
citizens  or  residents. 

25.2522  (a) -2  Transfers  not  exclusively  for 
charitable,  etc.,  purposes. 

25.2522  (b)  Statutory  provisions;  charitable 
and  similar  gifts;  nonresidents. 

25.2522  (b)-l  Charitable  and  similar  gifts; 
nonresidents  not  citizens. 

25.2522  (c)  Statutory  provisions;  charitable 
and  similar  gifts;  disallowance  of  deduc¬ 
tions  in  certain  cases. 

25.2522  (c)-l  Disallowance  of  charitable, 
etc.,  deductions  because  of  prohibited 
transactions. 

25.2522(d)  Statutory  provisions;  charitable 
and  similar  gifts;  other  cross  references. 

25.2523  (a)  Statutory  provisions;  gift  to 
spouse;  in  general. 

25.2523  (a)-l  Gift  to  spouse;  in  general. 

25.2523  (b)  Statutory  provisions:  gift  to 
spouse;  life  estate  or  other  terminable 
Interest. 

25.2523  (b)-l  Life  estate  or  other  termi¬ 
nable  interest. 

25.2523  (c)  Statutory  provisions;  gift  to 
8p>ouse;  interest  in  unidentified  assets. 

25.2523  (c)-l  Interest  in  unidentified  assets. 

25.2523  (d)  Statutory  provisions;  gift  to 
spouse;  Joint  interests. 
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PROPOSED  RULE  MAKING 


Sec. 

25.2523  (d)-l  Joint  Interests. 

25.2523  (e)  Statutory  provisions;  gift  to 
spouse;  life  estate  with  power  of  appoint¬ 
ment  in  donee  spouse. 

25.2523  (e)-l  Marital  deduction;  life  estate 
with  power  of  appointment  in  donee. 

25.2523  (f)  Statutory  provisions;  community 
property. 

25.2523  U)-l  Marital  deduction  in  cases  in¬ 
volving  community  property. 

25.2524  Statutory  provisions;  extent  of  de¬ 
ductions. 

25.2524-1  Extent  of  deductions. 

PROCn>X7BE  AND  ADMINISTRATION 

25.6001  statutory  provisions;  notice  or  regu¬ 
lations  requiring  records,  statements  and 
special  returns. 

25.6001- 1  Records  required  to  be  kept. 

25.6001- 2  Eionees  and  trustees  required  to 
file  information  return. 

25.6011  Statutory  provisions;  general  re¬ 
quirement  of  return,  statement  or  list. 

25.6011- 1  Form  of  Information  return,  gift 
tax  return,  and  certain  evidence.- 

25.6011- 2  Use  of  prescribed  forms. 

25.6019  Statutory  provisions;  gift  tax  re¬ 
turns. 

25.6019- 1  Persons  required  to  file  returns. 

25.6019- 2  Returns  required  in  case  of  con¬ 
sent  under  section  2513. 

25.6019- 3  Cofitents  of  return. 

25.6019- 4  Description  of  property  listed  on 
return. 

25.6061  Statutory  provisions;  signing  of  re¬ 
turns  and  other  documents. 

25.6061-1  Signing  of  retmns  and  other 
documents. 

25.6065  Statutory  provisions;  verification  of 
returns. 

25.6065-1  Verification  of  returns. 

25.6071  Statutory  provisions;  time  for  filing 
returns  and  other  documents. 

25.6071-1  Time  for  filing  donee's  and 
trustee’s  information  return  of  gifts. 

25.6075  Statutory  provisions;  time  for  filing 
gift  tax  returns. 

25.6075-1  Time  for  filing  gift  tax  returns. 

25.6081  Statutory  provisions;  extension  of 
time  for  filing  retm-ns. 

25.6081-1  Extension  of  time  for  filing  re¬ 
turns. 

25.6091  Statutory  provisions;  place  for  filing 
returns  or  other  documents. 

25.6091-1  Place  for  filing  returns  and  other 
documents. 

25.6151  Statutory  provisions;  time  and  place 
for  paying  tax  shown  on  returns. 

25.6151-1  Time  and  place  for  paying  tax 
shown  on  return. 

25.6161  Statutory  provisions;  extension  of 
time  for  paying  tax. 

25.6161-1  Extension  of  time  for  paying  tax 
shown  on  return. 

25.6165  Statutory  provisions;  bonds  where 
time  to  pay  tax  or  deficiency  has  been 
extended. 

25.6165-1  Bonds  where  time  to  pay  tax  or 
deficiency  has  been  extended. 

25.6311  Statutory  provisions;  payment  by 
check  or  money  order. 

25.6311-1  Payment  by  check  or  money 
order. 

25.6313  Statutory  provisions;  fractional 
parts  of  a  cent. 

25.6313-1  Fractional  parts  of  a  cent. 

25.6601  Statutory  provisions;  Interest  on 
underpayment,  nonpayment,  or  exten¬ 
sions  of  time  for  pajrment  of  tax. 

25.6601-1  Interest  on  underpayment,  non¬ 
payment,  or  extensions  of  time  for  pay¬ 
ment  of  tax. 

25.7101  Statutory  provisions;  fcmn  of  bonds. 

25.7101-1  Form  of  bonds. 

25.7701  Statutory  provisions;  definitions. 

25.7701-1  Definitions. 

25.7806  Statute^  provisions;  rules  and 
regulations. ' 

25.7805-1  Rules  and  regulations. 

25.7806  Statutory  provisions;  construction 
of  title. 


Sec. 

25.7851  Statutory  provisions;  applicability 

of  revenue  laws. 

'Gift  Tax 

DETERMINATION  OF  TAX  LIABILITY 

§  25.2501  statutory  provisions;  impo¬ 
sition  of  tax. 

Sec.  2501.  Imposition  of  tax — (a)  General 
rule.  For  the  calendar  year  1955  and  each 
calendar  year  thereafter  a  tax,  computed  as 
provided  in  section  2502,  is  hereby  Imposed  on 
the  transfer  of  property  by  gift  during  such 
calendar  year  by  any  individual,  resident  or 
nonresident,  except  transfers  of  intangible 
property  by  a  nonresident  who  is  not  a  citi¬ 
zen  of  the  United  States  and  who  was  not  en¬ 
gaged  in  business  in  the  United  States  during 
such  calendar  year. 

(b)  Cross  reference.  For  exclusion  of 
transfers  of  property  outside  the  United 
States  by  a  nonresident  who  is  not  a  citizen 
of  the  United  States,  see  section  2511  (a). 

§  25.2501-1  Imposition  of  tax.  Sec¬ 
tions  2501  through  2524  of  the  Internal 
Revenue  Code  of  1954  (Chapter  12)  sub¬ 
ject  to  tax  the  transfer  of  property  by 
gift  by  individuals  in  the  calendar  year 
1955  and  subsequent  calendar  years.  The 
tax  is  not  imposed  on  property  as  such, 
nor  is  it  applicable  to  transfers  by  cor¬ 
porations  or  other  persons  than  individ¬ 
uals,  but  it  is  applicable  to  transfers  by 
individuals  to  corporations  or  other  per¬ 
sons  (see,  however,  §  25.2511-1  (g)  (1) 
with  respect  to  the  extent  to  which  a 
transfer  by  or  to  a  corporation  is  con¬ 
sidered  a  transfer  by  or  to  its  share¬ 
holders)  .  The  tax  applies  to  all  transfers 
by  gift  of  property,  wherever  situated,  by 
an  individual  who  is  a  citizen  or  resident 
of  the  United  States,  to  the  extent  the 
value  of  the  transfers  exceeds  the  amount 
of  the  exclusions  authorized  by  section 
2503  and  the  deductions  authorized  by 
sections  2521,  2522,  and  2523  (see 
§  25.2503-1).  See  §§  25.2501-2  and 
25.2511-3  with  respect  to  transfers  by 
nonresident  aliens.  For  the  purposes  of 
these  regulations  the  term  “nonresident 
alien”  means  a  person  who  is  a  nomresi- 


(b)  Calendar  year.  The  term  "calendar 
year”  includes  only  the  calendar  year  1932 
and  succeeding  calendar  years,  and,  in  the 
case  of  the  calendar  year  1932,  includes  only 


dent  not  a  citizen  of  the  United  States  at 
the  time  of  the  gift.  For  the  Federal 
gift  tax  imposed  upon  transfers  by  gift 
prior  to  January  1,  1955,  see  the  corre¬ 
sponding  provisions  of  prior  laws. 

§  25.2501-2  Residence  and  citizenship. 
(a)  In  certain  respects  the  rules  which 
apply  to  the  taxation  of  gifts  by  a  donor 
who  is  a  citizen  or  resident  of  the  United 
States  differ  from  the  rules  which  apply 
to  the  taxation  of  gifts  by  a  donor  who 
is  a  nonresident  alien.  If  the  donor  is 
a  citizen  of  the  United  States,*  whether 
or  not  a  resident,  or  a  resident  of  the 
United  States,  whether  or  not  a  citizen, 
the  tax  applies  regardless  of.  where  the 
property  is  situated.  See  §  25.2511-3  for 
special  rules  applicable  in  the  case  of 
a  gift  by  a  nonresident  alien. 

(b)  A  resident  is  one  who  has  his  dom¬ 
icile  in  the  United  States  at  the  time  of 
the  gift.  For  this  purpose  the  United 
States  includes  only  the  States,  the  Ter¬ 
ritories  of  Alaska  and  Hawaii,  and  the 
District  of  Columbia.  See  section  7701 
(a)  (9).  All  others  are  nonresidents.  A 
person  acquires  a  domicile  in  a  place  by 
living  there,  for  even  a  brief  period  of 
time,  witlv  no  definite  present  intention 
of  moving  therefrom.  Residence  without 
the  requisite  intention  to  remain  indefi¬ 
nitely  will  not  constitute  domicile,  nor 
W’ill  intention  to  change  domicile  effect 
such  a  change  unless  accompanied  by  an 
actual  removal. 

§  25.2502  Statutory  provisions;  rate  of 
tax. 

Sec.  2502.  Rate  of  tax — (a)  Computation 
of  tax.  The  tax  imposed  by  section  2501  for 
each  calendar  year  shall  be  an  amount  equal 
to  the  excess  of — 

(1)  A  tax,  computed  in  accordance  with 
the  rate  schedule  set  forth  in  this  subsec¬ 
tion,  on  the  aggregate  sum  of  the  taxable 
gifts  for  such  calendar  year  and  for  each 
of  the  preceding  calendar  years,  over 

(2)  A  tax,  computed  in  accordance  with 
such  rate  schedule,  on  the  aggregate  sum  of 
the  taxable  gifts  for  each  of  the  preceding 
calendar  years. 


the  portion  of  such  year  after  June  6,  1932. 

(c)  Preceding  calendar  years.  The  term 
"preceding  calendar  years”  means  the  calen¬ 
dar  year  1932  and  all  calendar  years  Interven- 


Rate  Schedule 

If  the  taxable  gifts  are:  The  tax  shall  be: 

Not  over  $5,000 _ 2^*%  of  the  taxable  gifts. 

Over  $5,000  but  not  over  $10,000 _ $112.50,  plus  5  V4  %  of  excess  over  $5,000. 

Over  $10,000  but  not  over  $20,000 _ $375,  plus  8^^  %  of  excess  over  $10,000. 

Over  $20,000  but  not  over  $30,000 _ $1,200,  plus  10’/^  %  of  excess  over  $20,000. 

Over  $30,000  but  not  over  $40,000 _ $2,250,  plus  13  Vi  %  of  excess  over  $30,000. 

Over  $40,000  but  not  over  $50,000 _ $3,600,  plus  16  Vi  %  of  excess  over  $40,000. 

Oyer  $50,000  but  not  over  $60,000 _ $5,250,  plus  18%%  of  excess  over  $50,000. 

Over  $60,000  but  not  over  $100,000 _ $7,125,  plus  21%  of  excess  over  $60,000. 

Over  $100,000  but  not  over  $250,000 _ $15,525,  plus  22  Vi  %  of  excess  over  $100,000. 

Over  $250,000  but  not  over  $500,000 _ $49,275,  plus  24%  of  excess  over  $250,000. 

Over  $500,000  but  not  over  $750,000 _ $109,275,  plus  26  V4  %  of  excess  over  $500,000. 

Over  $750,000  but  not  over  $1,000,000 _ $174,900,  plus  27%  %  of  excess  over  $750,000. 

Over  $1,000,000  but  not  over  $1,250,000 _ $244,275,  plus  29  V4  %  of  excess  over  $1,000,000. 

Over  $1,250,000  but  not  over  $1,500,000 _ $317,400,  plus  31  Vi  %  of  excess  over  $1,250,000. 

Over  $1,500,000  but  not  over  $2,000,000 _ $396,150,  plus  33%%  of  excess  over  $1,500,000. 

Over  $2,000,000  but  not  over  $2,500,000 _ $564,900,  plus  36%  %  of  excess  over  $2,000,000. 

Over  $2,500,000  but  not  over  $3,000,000 _ $748,650,  plus  39%%  of  excess  over  $2,500,000. 

Over  $3,000,000  but  not  over  $3,500,000 _ $947,400,  plus  42%  of  excess  over  $3,000,000. 

Over  $3,500,000  but  not  over  $4,000,000 _ $1,157,400,  plus  44V4  %  of  excess  over  $3,500,000. 

Over  $4,000,000  but  not  over  $5,000,000 _ $1,378,650,  plus  47  V4  %  of  excess  over  $4,000,000. 

Over  $5,000,000  but' not  over  $6,000,000 _ $1,851,150,  plus  50  V4  %  of  excess  over  $5,000,000. 

Over  $6,000,000  but  not  over  $7,000,000 _ $2,353,650,  pliis  52  Vi  %  of  excess  over  $6,000,000. 

Over  $7,000,000  but  not  over  $8,000,000 _ $2,878,650,  plus  54%  %  of  excess  over  $7,000,000. 

Over  $8,000,000  but  not  over  $10,000,000 _ $3,426,150,  plus  57%  of  excess  over  $8,000,000. 

Over  $10,000,000 _ $4,566,150,  plus  57%%  of  excess  over  $10,000,000. 
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Ing  between  the  calendar  year  1932  and  the 
calendar  year  for  which  the  tax  is  being  com> 
puted. 

(d)  Tax  to  he  paid  by  donor.  The  tax  Im¬ 
posed  by  section  2501  shall  be  paid  by  the 
donor. 

§  25.2502-1  Rate  of  tax — (a)  Compu~ 
tation  of  tax. .  While  the  gift  tax  is  im¬ 
posed  separately  for  each  calendar  year 
on  the  total  taxable  gifts  made  by  a 
donor  during  that  year,  the  rate  of  tax 
is  determined  by  the  total  of  all  gifts 
made  by  the  donor  during  the  year  and  in 
all  previous  years  since  June  6, 1932.  The 
following  subparagraphs  set  forth  the  six 
steps  to  be  followed  in  computing  the  tax : 

(1)  First  step.  Ascertain  the  amount 
of  the  “taxable  gifts”  for  the  calendar 
year  for  which  the  return  is  being  pre¬ 
pared.  For  the  meaning  of  this  term  see 
§  25.2503-1. 

(2)  Second  step.  Ascertain  “the  ag¬ 
gregate  sum  of  the  taxable  gifts  for  each 
of  the  preceding  calendar  years.”  con¬ 
sidering  only  those  gifts  made  after  June 
6, 1932.  For  the  meaning  of  this  term  see 
§  25.2504-1. 

(3)  Third  step.  Ascertain  the  total 
amount  of  the  taxable  gifts,  which  is  the 
sum  of  the  amounts  determined  in  the 
first  and  second  steps. 

(4)  Fourth  step.  Compute  the  tax  on 
the  total  amount  of  taxable  gifts  (as  de¬ 
termined  in  the  third  step)  using  the 
rate  schedule  set  forth  in  paragraph  (b) 
of  this  section. 

(5)  Fifth  step.  Compute  the  tax  on 
“the  aggregate  sum  of  the  taxable  gifts 
for  each  of  the  preceding  calendar  years” 
(as  determined  in  the  second  step) ,  using 
the  rate  schedule  set  forth  in  paragraph 
(b)  of  this  section. 

(6)  Sixth  step.  Subtract  the  amount 
determined  in  the  fifth  step  from  the 
amount  determined  in  the  fourth  step. 
The  amount  remaining  is  the  gift  tax  for 
the  calendar  year  for  which  the  return 
is  being  prepare^/ 

(b)  Rate  of  tax.  The  tax  is  Cdlipyted 
in  accordance  with  the  following  table:' 

Table  for  Computing  Gift  Tax 


(A) 

Amount  of 
taxable  gifts 
equal  to  or 
more  than — 

(B) 

Amount  of 
taxable  gifts 
less  than— 

(C) 

Taxon 
amount  in 
column  (A) 

(D) 

Rate  of  tax 
on  excess 
over 

amount  in 
column  (A) 

$.5,000 

10,000 

Percent 

bH 

$.^000 

$112.50 

10,000 

20,000 

375.00 

20,000 

30,000 

1,200.00 

30,000 

40,000 

2, 2.50. 00 

13' 4 

40,000 

50,000 

3,600.00 

16V4 

60,000 

60,000 

5,250.00 

ISH 

60,000 

100,000 

•  7,125.00 

21 

100,000 

250,000 

15, 625. 00 

22H 

250,000 

600,000 

49, 275, 00 

24 

500,000 

750,000 

109,. 275. 00 

26M 

750,000 

1,000,000 

174, 900. 00 

27*4 

29H 

1, 000, 000 

1,250,000 

244,  275. 00 

1,  250, 000 

1,600,000 

317,400.00 

31 H 

1,  .500, 000 

2,000,000 

396,150.00 

33H 

36*2 

3954 

2,000,000 

2,500,000 

664,900.00 

2,  500, 000 

3,000,000 

748,650.00 

3,  000, 000 

3,500,000 

947, 400. 00 

42 

3,500,000 

4,000,000 

1, 157, 400. 00 

4414 

4,000.000 

6,000,000 

1, 378, 650. 00 

47)4 

6,000,000 

6,000,000 

•1,851,150.00 

60)4 

6,000,000 

7,000,000 

2,3.53,650.00 

52 

7. 000, 000 

8,000,000 

2, 878, 650. 00 

6454 

8,000,000 

10,000,000 

3, 426, 160. 00 

57 

10,000,000 

4,666,150.00 

6754 

(c)  Examples,  The  following  exam¬ 
ples  illustrate  the  application  of  this 


section  with  respect  to  gifts  made  by 
citizens  or  residents  of  the  United  States: 

Example  (I).  Assume  that  the  donor 
made  taxable  gifts,  as  ascertained  xmder  the 
first  step  (paragraph  (a)  (1)  of  this  section), 
of  $62,500  and  that  there  were  no  taxable 
gifts  for  prior  years,  with  the  result  that  the 
amount  ascertained  under  the  third  step 
is  $62,500.  Under  the  fourth  step  a  tax 
is  computed  on  this  amount.  Reference  to 
the  table  discloses  that  the  specified  amount 
in  column  (A)  nearest  to  and  less  than 
$62,500  is  $60,000.  The  tax  on  this  amount, 
as  shown  in  column  (C),  is  $7,125.  The 
amount  by  which  the  taxable  gifts  exceeds 
the  specified  amount  is  $2,500  and  the  tax 
on  this  sum,  computed  at  the  rate  of  21  per¬ 
cent  as  shown  in  column  (D),  is  $525.  The 
tax  on  taxable  gifts  of  $62,500  is  the  sum  of 
$7,125  and  $525,  or  $7,650. 

Example  (2).  A  donor  makes  gifts  (other 
than  gifts  of  future  interests  in  property) 
during  the  calendar  year  1955  of  $30,000  to 
A  and  $33,000  to  B.  Two  exclusions  of  $3,000 
each  are  allowable,  in  accordance  with  the 
provisions  of  section  2503  (b),  which  results 
in  included  gifts  for  1955  of  $57,000.  Specific 
exemption  was  claimed  and  allowed  in  a  total 
amount  of  $50,000  in  the  donor’s  gift  tax  re¬ 
turns*  for  the  calendar  years  1034  and  1935  so 
there  remains  no  specific  exemption  available 
for  the  donor  to  claim  for  1955.  The  total 
amount  of  gifts  made  by  the  donor  during 
preceding  years,  after  excluding  $5,000  for 
each  donee  for  each  calendar  year  in  accord¬ 
ance  with  the  provisions  of  section  1003  (b) 

(1)  of  the  1939  Code,  is  computed  as  follows: 

Calendar  year  1934 _ .'ll  $120,000 

Calendar  year  1935 _  25, 000 


Total  amount  of  Included 
gifts  for  preceding  calen¬ 
dar  years _  145, 000 

The  aggregate  sum  of  the  taxable  gifts  for 
preceding  calendar  years  is  $115,000,  which 
is  determined  by  deducting  a  specific  exemp¬ 
tion  of  $30,000  from  $145,000,  the  total 
amount  of  included  gifts  for  preceding  cal¬ 
endar  years.  The  deduction  from  the  1934 
and  1935  gifts  for  the  specific  exemption  can¬ 
not  exceed  $30,000  for  purposes  of  computing 
the  tax  on  the  1955  gifts  even  though  a  spe¬ 
cific  exemption  in  a  total  amount  of  $50,000 
niiowed  in  computing  the  donor’s  gift  tax 
Hftbllltv  for  12*^5  1935,  (See  §  25.2504-1 

(bT  lij  ^mputevlcn  C!  Sr  the 

calendar  year  1955  (following  ttie 
forth  in  paragraph  (a) )  is  shown  below:  “ 


(1)  Amount  .of  taxable  gifts  for 

year - - $57,000 

(2)  Total  amount  of  taxable  gifts 

for  preceding  years _ 115,000 


(3)  Total  taxable  gifts _ _ _  172,000 


(4)  Tax  computed  on  item  3  (in  ac¬ 

cordance  with  rate  schedule  in 
paragraph  (b)) -  31, 725 

(5)  Tax  computed  on  item  2  (using 

same  rate  schedule) _  18,900 


(6)  Tax  for  year  1955  (item  4  minus 

item  5) _  12, 825 

Example  (3) — (!)  Facts.  During  the  cal¬ 
endar  year  1955,  H  makes  the  following 
gifts: 

To  his  daughter _ $40, 000 

To  his  son _ 5,000 

To  W,  his  wife _ _ _  6,  000 

To  a  charitable  organization _ _ _ _  10, 000 


The  gifts  to  W  qualify  for  the  marital  deduc¬ 
tion,  and,  pursuant  to  the  provisions  of  sec¬ 
tion  2513  (see  §  25.2513-1),  H  and  W  consent 
to  treat  the  gifts  to  third  parties  as  having 
been  made  one-half  by  each  spoxise.  ’The 
amount  of  H’s  taxable  gifts  for  preceding 
years  is  $50,000.  Only  $25,000  of  H’s  specific 


exemption  was  claimed  and  allowed  in  pre¬ 
ceding  years.  H’s  remaining  specific  exemp¬ 
tion  of  $5,000  is  claimed  for  the  calendar 
year  1955.  See  §  25.2521-1.  W  made  no  gifts 
during  the  calendar  year  1955  nor  during  any 
preceding  calendar  year.  W  claims  sufficient 
specific  exemption  on  her  return  to  eliminate 
tax  liability. 

(ii)  Computation  of  H’s  tax  for  the  cal¬ 
endar  year  195S — (a)  H’s  taxable  gifts  for 
year. 

Total  gifts  of  H _ $60, 000 

Less:  Portion  of  items  to  be  reported 
by  spouse  (one-half  of  total  gifts 
to  daughter,  son  and  charity) _  27,  500 


Balance  ' _  32,  500 

Less:  Exclusions  (three  of  $3,000 
each  for  daughter,  wife  and  char¬ 
ity  and  one  of  $2,500  for  son) _  11,  500 


Total  Included  amount  of 

gifts  for  year _  21,  000 

Less — Deductions:  « 

Charity  _ $2, 000 

Marital  _ _ _  2,  000 

Specific  exemption _  5,  000 


Total  deductions _ _  9, 000 


Amount  of  taxable  gifts  for 

year  _ _  12,  000 

(b)  Computation  of  tax.  ’The  steps  set 
forth  in  paragraph  (a)  of  this  section  are 
followed. 


(f)  Amount  of  taxable  gifts  for 

year - _ $12,000 

(2)  Total  taxable  gifts  for  preceding 

years _ _ _ _  60, 000 


(3)  Total  taxable  gifts _  62, 000 

(4)  Tax  computed  on  item  3  (using 

rate  schedule  in  paragraph 

(b)  of  this  section) _  7,545 

(5)  Tax  computed  on  item  2  (using 

rate  schedule  in  paragraph 

(b)  of  this  section) _ _  5,250 


(6)  Tax  for  calendar  year _ _  2,  295 

(iii)  Computation  of  W’s  tax  for  calendar 
year  1955 — (a)  W’s  taxable  gifts  for  year. 

Total  gifts  of  W _  $0 

Less:  Portion  of  items  to  be  reported 
by  spouse _ _ _  0 


Balance _ _ 

Giltg  of  spouse  to  be  Included _ 


Total  gifts  - 

Less:  Exclusions  (two* of  $3,0uG 
for  daughter  and  charity  and  ono^ 
of  $2,500  for  son) _ 


0 

27, 500 
27, 500 

8,600 


Balance _ _  19,  OOO 

Less — ^Deductions: 

Charity _  $2, 000 

Marital _  0 

Specific  exemption _ _ _ 17,000 


Total  deductions _  19, 000 


Amount  of  taxable  gifts  for 
year _ _  0 

(b)  Computation  of  tax.  Since  W  had  no 
“taxable  gifts’’  during  the  year,  there  is  no 
tax. 

Example  (4) — (1)  Facts.  The  facts  are  the 
same  as  in  example  (3)  except  that  W  made 
outright  gifts  of  $10,000  to  her  niece  and 
$20,000  to  H  at  various  times  during  the  year. 
The  amount  of  taxable  gifts  made  by  W  in 
preceding  calendar  years  is  $75,000,  and  only 
$20,000  of  her  specific  exemption  was  claimed 
and  allowed  for  preceding  years.  See 
S  25.2521-1.  The  remaining  specific  exemp¬ 
tion  of  $10,000  is  claimed  for  the  calendar 
year  1955. 
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(il)  Computation  of  H's  tax  for  the  eaZ- 
endar  year  1955 — (a)  H‘s  taxable  gifts  for 


year. 

Total  gifts  of  H _ $60,000 

Less  portion  of  Items  to  be  reported 
by  spouse _  27,  500 


Balance _ _ _ _  32,  600 

Gifts  of  spovise  to  be  included _ _  5, 000 


Total  gifts  for  year _  37,  500 

Less  exclusions  ($11,500  as  shown  in 
example  (3)  plus  $3,000  exclusion 
for  gift  to  niece) _  14,  500 


Total  included  amount  of  gifts 

for  year _ 1 _  23,  000 

Deductions: 

Charity _ $2,000 

Marital _  2,  000 

Specific  exemption _  6, 000 


Total  deductions _ -  9, 000 


Amount  of  taxable  gifts  for 

year _  14,  000 

(b)  Computation  of  tax. 

(i>  Amount  of  taxable  gifts  for 

year - $14,000 

(2)  Total  taxable  gifts  for  preceding 

years _  50, 000 


(3)  Total  taxable  gifts _  64,000 


(4)  Tax  computed  on  item  3 _  7,965 

(5)  Tax  computed  on  item  2 _  5,  260 


(6)  Tax  for  year _  2,  715 

(iii)  Computation  of  W’s  tax  for  the  calen¬ 
dar  year  1955 — (a)  W’s  taxable  gifts  for  year. 

Total  gifts  of  W _ $30,  000 

Less  portion  of  items  to  be  reported 
by  spouse  (one-half  of  gift  to 
niece) _ ^ _  5,000 


Balance _  25,  000 

Gifts  of  spouse  to  be  included _  27,  500 


Total  gifts  for  year _  62,  500 

Less  exclusions  (foiu  of  $3,000  each 
for  daughter,  husband,  niece  and 
charity,  and  one  of  $2,500  for 
son) - - - - -  14,500 


Total  included  amount  of 

gifts  for  year _  38,  000 

Deductions: 

Charity . . . 

- 10.000 

SpMiflc  ft»^inption _ 10,000 


Total  deductions _  22,  000 


Amount  of  taxable  gifts  for 
year - - -  16, 000 

(b)  Computation  of  tax. 

(1)  Amount  of  taxable  gifts  for 

year - $16,000 

(2)  Total  taxable  gifts  for  preceding 

years -  75,  000 


(3)  Total  taxable  gifts _  91,000 


(4)  Tax  computed  on  item  3 _  13,  635 

(5)  Tax  computed  on  item  2 _  10, 275 


(6)  Tax  for  year  (item  4  min  vis  item 

5) .  3,360 

I  25.2502-2  Donor  liable  for  tax.  Sec¬ 
tion  2502  (d)  provides  that  the  donor 
shall  pay  the  tax.  If  the'donor  dies  be¬ 
fore  the  tax  is  paid  the  amount  of  the  tax 
Is  a  debt  due  the  United  States  from  the 
decedent’s  estate  and  his  executor  or  ad¬ 
ministrator  is  responsible  for  its  payment 


out  of  the  estate.  (See  §  25.6151-1  for 
the  time  and  place  for  paying  the  tax.) 

If  there  is  no  duly  qualified  executor  or 
administrator,  the  heirs,  legatees,  dev¬ 
isees  and  distributees  are  liable  for  and 
required  to  pay  the  tax  to  the  extent  of 
the  value  of  their  inheritance,  bequests, 
devises  or  distributive  shares  of  the 
donor’s  estate.  If  a  husband  and  wife 
effectively  signify  consent,  under  section 
2513,  to  have  the  gifts  made  during  any 
calendar  year  considered  as  made  one- 
half  by  each,  the  liability  with  respect  to 
the  gift  tax  for  that  calendar  year  is  joint 
and  several.  As  to  the  personal  liability 
of  the  donee,  see  section  6324  (b)  and  the 
regulations  thereunder.  As  to  the  per¬ 
sonal  liability  of  the  executor  or  admin¬ 
istrator,  see  section  3467  of  the  Revised 
Statutes  (31  U.  S.  C.  192) ,  which  reads  as 
follows: 

Every  executor,  administrator,  or  assignee, 
or  other  person,  who  pays,  in  whole  or  in 
part,  any  debt  due  by  the  person  or  estate  for 
w'hom  or  for  which  he  acts  before  he  satisfies 
and  pays  the  debts  due  to  the  United  States 
from  such  person  or  estate,  shall  become 
answerable  in  his  own  person  and  estate  to 
the  extent  of  such  payments  for  the  debts 
so  due  to  the  United  States,  or  for  so  much 
thereof  as  may  remain  due  and  unpaid. 

As  used  in  Revised  Statutes  section  3467, 
the  word  “debt”  includes  a  beneficiary’s 
distributive  share  of  an  estate. 

§  25.2503  Statutory  provisions;  tax¬ 
able  gifts. 

Sec.  2503.  Taxable  gifts — (a)  General  defi¬ 
nition.  The  term  “taxable  gifts”  means  the 
total  amount  of  gifts  made  during  the  cal¬ 
endar  year,  less  the  deductions  provided  in 
subchapter  C  (sec.  2521  and  following) . 

(b)  Exclusions  from  gifts.  In  the  case  of 
gifts  (other  than  gifts  of  future  interests  in 
property)  made  to  any  person  by  the  donor 
dvirlng  the  calendar  year  1955  and  subsequent 
calendar  years,  the  first  $3,000  of  such  gifts 
to  such  person  shall  not,  for  purposes  of  sub¬ 
section  (a),  be  included  in  the  total  amount 
of  gifts  made  during  such  year.  Where  there 
has  been  a  transfer  to  any  person  of  a  present, 
interest  in  property,  the  posgi^i'dtv  tuat  such 
interest  may  ha  diminish^  \,y  the  exercise 

power  ^ail  be  disregarded  in  applying 
**th*is  subsection,  if  no  part  of  such  interest 
will  at  any  time  pass  to  any  other  person. 

(c)  Transfer  for  the  benefit  of  minor. 
No  part  of  a  gift  to  an  individual  who  has 
not  attained  the  age  of  21  years  on  the  date 
of  such  transfer  shall  be  considered  a  gift 
of  a  future  interest  in  property  for  purposes 
of  subsection  (b)  if  the  property  and  the 
Income  therefrom — 

( 1 )  May  be  expended  by,  or  for  the  benefit 
of,  the  donee  before  his  attaining  the  age  of 
21  years,  and 

(2)  Will  to  the  extent  not  so  expended — 

(A)  Pass  to  the  donee  on  his  attaining  the 
age  of  21  years,  and 

(B)  In  the  event  the  donee  dies  before 
attaining  the  age  of  21  years,  be  payable  to 
the  estate  of  the  donee  or  as  he  may  appoint 
under  a  general  jjower  of  appointment  as 
defined  in  section  2514  (c). 

§  25.2503-1  General  definition  of  “tax¬ 
able  gifts.”  The  term  “taxable  gifts” 
means  the  “total  amount  of  gifts”  made 
by  the  donor  during  the  calendar  year 
less  the  deductions  provided  for  in  sec¬ 
tions  2521,  2522,  and  2523  (specific  ex¬ 
emption,  charitable,  etc.,  gifts  and  the 
marital  deduction,  respectively).  The 
“total  amount  of  gifts”  means  the  sum  of 
the  values  of  the  gifts  made  during  the 


calendar  year  less  the  amounts  excluda¬ 
ble  under  section  2503  (b) .  (See 

§  25.2503-2.) 

§  25.2503-2  Exclusions  from  gifts. 
Section  2503  (b)  provides  that  the  first 
$3,000  of  gifts  made  to  any  one  donee 
during  the  calendar  year  1955  or  any 
calendar  year  thereafter,  except  gifts  of 
future  interests  in  property  as  defined 
in  §§  25.2503-3  and  25.2503-4,  is  excluded 
in  determining  the  total  amount  of  gifts 
for  the  calendar  year.  In  the  case  of  a 
gift  in  trust  the  beneficiary  of  the  trust 
is  the  donee.  The  entire  value  of  any  gift 
of  a  future  interest  in  property  must  be 
included  in  the  total  amount  of  gifts  for 
the  calendar  year  in  which  the  gift  is 
made. 

§  25.2503-3  Future  interests  in  prop¬ 
erty.  (a)  No  part  of  the  value  of  a  gift 
of  a  future  interest  may  be  excluded  in 
determining  the  total  amount  of  gifts 
made  during  the  calendar  year.  “Future 
interests”  is  a  legal  term,  and  includes 
reversions,  remainders,  and  other  inter¬ 
ests  or  estates,  whether  vested  or  con¬ 
tingent,  and  whether  or  not  supported  by 
a  particular  interest  or  estate,  which  are 
limited  to  commence  in  use,  possession  or 
enjoyment  at  some  future  date  or  time. 
The  term  has  no  reference  to  such  con¬ 
tractual  rights  as  exist  in  a  bond,  note 
(though  bearing  no  interest  until  ma¬ 
turity)  ,  or  in  a  policy  of  life  insurance, 
the  obligations  of  which  are  to  be  dis¬ 
charged  by  payments  in  the  future.  But 
a  future  interest  or  interests  in  such  con¬ 
tractual  obligations  may  be  created  by 
the  limitations  contained  in  a  trust  or 
other  instrument  of  transfer  used  in  ef¬ 
fecting  a  gift. 

(b)  An  unrestricted  right  to  the  im¬ 

mediate  use,  possession,  or  enjoyment  of 
property  or  the  income  from  property 
(such  as  a  life  estate  or  term  certain)  is 
a  present  interest  in  property,  An. ex¬ 
clusion  is  respect  to  a 

gift  of  sdch  ah  interest  (but  not  in  excess 
of  the  value  of  the  interest).  For  the 
valuation  of  present  and  future  interests, 
see  §  25.2512-5.  If  a  gift  is  made  of  an 
interest  which  does  not  commence  imme¬ 
diately  or  is  not  unrestricted,  or  the 
value  of  which  is  not  ascertainable  by 
accepted  actuarial  methods,  no  exclu¬ 
sion  is  allowable.  However,  if  a  donee 
has  received  a  present  interest  in  prop¬ 
erty,  the  possibility  that  su6h  interest 
may  be  diminished  by  the  transfer  of  a 
greater  interest  in  the  same  property  to 
the  donee  through  the  exercise  of  a 
power  is  disregarded  in  computing  the 
value  of  the  present  interest,  to  the  ex¬ 
tent  that  no  part  of  such  interest  will 
at  any  time  pass  to  any  other  person 
(see  example  (4)  of  paragraph  (c)  of 
this  section  below).  For  a  further  ex¬ 
ception  to  the  rule  disallowing  an  exclu¬ 
sion  for  gifts  of  future  interests  in  the 
case  of  certain  gifts  to  minors,  see 
§  25.2503-4. 

(c)  The  operation  of  this  section  Is 
illustrated  by  the  following  examples: 

Example  (1).  Under  the  terms  of  a  trust 
created  by  A  the  trustee  is  directed  to  pay 
the  net  income  to  B,  so  long  as  B  shall  live. 
The  trustee  is  authorized  in  his  discretion 
to  withhold  payments  of  Income  during  any 
period  he  deems  advisable  and  add  such  in- 
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eome  to  the  trust  corpus.  Since  B’s  right 
to  receive  the  income  payments  is  subject  to 
the  trustee’s  discretion,  it  is  not  a  present 
interest  and  no  exclusion  is  allowable  with 
respect  to  the  transfer  in  trust. 

Example  (2).  C  transfers  certain  Insur¬ 
ance  policies  on  his  own  life  to  a  trust  created 
for  the  benefit  of  D.  Upon  C’s  death  the 
proceeds  of  the  policies  are  to  be  Invested 
and  the  net  income  therefrom  paid  to  D 
during  his  lifetime.  Since  the  income  pay¬ 
ments  to  D  will  not  begin  until  after  C’s 
deatli  the  transfer  in  trust  represents  a  gift 
of  a  future  interest  in  property  against  which 
no  exclusion  is  allowable. 

Example  (3).  Under  the  terms  of  a  trust 
created  by  E  the  net  income  is  to  be  distrib¬ 
uted  to  E's  three  children  in  such  shares  as 
the  trustee,  in  his  uncontrolled  discretion, 
deems  advisable.  While  the  terms  of  the 
trust  provide  that  all  of  the  net  Income  is 
to  be  distributed,  the  amount  of  income  any 
one  of  the  three  beneficiaries  will  receive 
rests  entirely  within  the  trustee’s  discretion 
and  cannot  be  presently  ascertained.  Ac¬ 
cordingly,  no  exclusions  are  allowable  with 
respect  to  the  transfers  to  the  trust. 

Example  (4).  Under  the  terms  of  a  trust 
the  net  income  is  to  be  paid  to  F  for  life, 
with  the  remainder  payable  to  G  on  F’s 
death.  The  trustee  has  the  uncontrolled 
power  to  pay  over  the  corpus  to  F  at  any 
time.  Although  F’s  present  right  to  receive 
the  income  may  be  terminated,  no  other 
person  has  the  right  to  such  income  interest. 
Accordingly,  the  power  in  the  trustee  is 
disregarded  in  determining  the  value  of  F’s 
present  Interest.  ’The  fjower  is  not  disre¬ 
garded  to  the  extent  that  the  trustee  during 
F’s  life  can  distribute  corpus  to  persons  other 
than  F. 

Example  (5).  The  corpus  of  a  trust  cre¬ 
ated  by  J  consists  of  certain  real  property, 
subject  to  a  mortgage.  The  terms  of  the 
trust  provide  that  the  net  Income  from  the 
property  is  to  be  used  to  pay  the  mortgage. 
After  the  mortgage  is  paid  in  full  the  net 
Income  is  to  be  paid  to  K  during  his  lifetime. 
Since  K’s  right  to  receive  the  income  pay¬ 
ments  will  not  begin  until  after  the  mort¬ 
gage  is  paid  in  full  the  transfer  in  trust  rep¬ 
resents  a  gift  of  a  futiue  interest  in  property 
against  which  no  exclusion  is  allowable. 

Example  {6).  L  pays  premiums  on  a  pol¬ 
icy  of  insurance  on  his  life,  all  the  incidents 
of  ownership  of  which  (including  the  right 
to  surrender  the  policy)  are  vested  in  M. 
The  payment  of  premiums  constitutes  a  gift 
of  a  present  interest  in  property. 

§  25.2503-4  Transfer  for  the  benefit  of 
a  minor,  (a)  Section  2503  (c)  provides 
that  no  part  of  a  transfer  for  the  benefit 
of  a  donee  who  has  not  attained  the  age 
of  21  years  on  the  date  of  the  gift  will 
be  considered  a  gift  of  a  future  interest 
in  property  if  the  terms  of  the  transfer 
satisfy  all  of  the  following  conditions: 

(1)  Both  the  property  itself  and  its 
income  may  be  expended  by  or  for  the 
benefit  of  the  donee  before  he  attains 
the  age  of  21  years. 

(2)  Any  portion  of  the  property  and 
its  income  not  disposed  of  under  (1)  will 
pass  to  the  donee  when  he  attains  the 
age  of  21  years. 

(3)  Any  portion  of  the  property  and 
its  income  not  disposed  of  under  (1) 
will  be  payable  either  to  the  estate  of  the 
donee  or  as  he  may  appoint  under  a  gen¬ 
eral  power  of  appointment  as  defined  in 
section  2514  (c)  if  he  dies  before  attain¬ 
ing  the  age  of  21  years. 

(b)  Either  a  power  of  appointment 
exercisable  by  the  donee  by  will  or  a 
power  of  appointment  exercisable  by  the 
donee  during  his  lifetime  will  satisfy  the 
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conditions  set  forth  in  paragraph  (a)  (3) 
of  this  section.  However,  if  the  transfer 
is  to  qualify  for  the  exclusion  under  this 
section,  there  must  be  no  restrictions  of 
substance  (as  distinguished  from  formal 
restrictions  of  the  type  described  in 
§  25.2523  (e)-l  (g)  (4)),  either  by  law 
or  by  the  terms  of  the  instriunent  of 
transfer,  on  the  exercise  of  the  power  by 
the  donee.  For  example,  if  under  the 
applicable  local  law,  a  minor  is  incapable 
of  executing  a  will,  the  condition  in  para¬ 
graph  (a)  (3)  cannot  be  satisfied  by 
merely  giving  a  minor  donee  a  power 
exercisable  only  by  will.  Similarly,  un¬ 
less  under  the  local  law  (by  reason  of  a 
direction  in  the  governing  instrument  or 
otherwise)  a  minor  can  effectively  exer¬ 
cise  an  inter-vivos  power  of  appointment, 
the  condition  cannot  be  satisfied  by 
merely  giving  a  minor  donee  such  a 
power.  A  transfer  does  not  fail  to  satisfy 
the  conditions  of  section  2503  (c)  by  rea¬ 
son  of  the  mere  fact  that — 

(1)  The  amount  expended  by  or  for 
the  benefit  of  the  donee  dm’ing  minority 
may  be  limited  to  an  amount  necessary 
(determinable  within  the  discretion  of 
any  person)  for  his  support,  health  or 
education,  provided  such  discretionary 
authority  may  not  be  exercised  so  as  to 
deny  the  donee  the  right  to  the  property 
or  income  in  case  of  need. 

(2)  The  donee,  upon  reaching  age  21, 
is  given  the  right  to  extend  the  term  of 
the  trust. 

(3)  The  governing  instrument  may 
contain  a  disposition  of  the  property  or 
income  not  expended  during  the  donee’s 
minority  to  persons  other  than  the 
donee’s  estate  in  the  event  of  the  default 
of  appointment  by  the  donee. 

(c)  A  gift  to  a  minor  which  does  not 
satisfy  the  requirements  of  section 
2503  (c)  may  be  either  a  present  or  a 
future  interest  under  the  general  rules 
of  §  25.2503-3.  Thus,  for  example,  a 
transfer  of  property  in  trust  with  income 
required  to  be  paid  annually  to  a  minor 
beneficiary  and  corpus  to  be  distributed 
to  him  upon  his  attaining  the  age  of  25 
is  a  gift  of  a  present  interest  with  respect 
to  the  right  to  ingome  but  is  a  gift  of  a 
future  interest  with  respect  to  the  right 
to  corpus. 

§  25.2504  Statutory  provisions;  tax¬ 
able  gifts  for  preceding  years. 

Sec.  2504.  Taxable  gifts  for  preceding 
years — (a)  In  general.  In  computing  taxable 
gifts  for  the  calendar  year  1954  and  preceding 
calendar  years  for  the  purpose  of  computing 
the  tax  for  the  calendar  year  1955  or  any 
calendar  year  thereafter,  there  shall  be 
treated  as  gifts  such  transfers  as  were  con¬ 
sidered  to  be  gifts  under  the  gift  tax  laws 
applicable  to  the  years  in  which  the  trans¬ 
fers  were  made  and  there  shall  be  allowed 
such  deductions  as  were  provided  for  under 
such  laws,  except  that  specific  exemption  in 
the  amount,  if  any,  allowable  under  section 
2521  shall  be  applied  in  all  computations  in 
respect  of  the  calendar  year  1954  and  previous 
calendar  years  for  the  purpose  of  computing 
the  tax  for  the  calendar  year  1955  or  any 
calendar  year  thereafter. 

{h)  ■  Exclusions  from  gifts  for  preceding 
years.  In  the  case  of  gifts  made  to  any 
person  by  the  donor  during  the  calendar 
year  1954  and  preceding  calendar  years,  the 
amount  excluded,  if  any,  by  the  provisions 
of  gift  tax  laws  applicable  to  the  years  in 
which  the  gifts  were  made  shall  not,  for 


purposes  of  subsection  (a),  be  Included  in 
the  total  amount  of  the  gifts  made  during' 
such  year. 

(c)  Valuation  of  certain  gifts  for  preced¬ 
ing  calendar  years.  If  the  time  has  expired 
within  which  a  tax  may  be  assessed  under 
this  chapter  or  under  corresponding  provi¬ 
sions  of  prior  laws,  on  the  transfer  of  prop¬ 
erty  by  gift  made  during  a  preceding  calen¬ 
dar  year,  as  defined  in  section  2502  (c),  and 
if  a  tax  under  this  chapter  or  under  corre¬ 
sponding  provisions  of  prior  laws  has  been 
assessed  or  paid  for  such  preceding  calendar 
year,  the  value  of  such  gift  made  in  such 
preceding  calendar  year  shall,  for  pvurposes 
of  computing  the  tax  under  this  chapter 
for  the  calendar  year  1955  and  subsequent 
calendar  years,  be  the  value  of  such  gift 
which  was  used  in  computing  the  tax  for  the 
last  preceding  calendar  year,  for  which  a  tax 
under  this  chapter  or  under  corresponding 
provisions  of  prior  laws  was  assessed  or  paid. 

(d)  Net  gifts.  For  years  before  the  calen¬ 
dar  year  1955,  the  term  “net  gifts’*  as  used 
in  corresponding  provisions  of  prior  laws 
shall  be  read  as  “taxable  gifts”  for  purposes 
of  this  chapter. 

§  25.2504-1  Taxable  gifts  for  preced¬ 
ing  years,  (a)  In  order  to  detennine  the 
correct  gift  tax  liability  for  the  calendar 
year  1955  or  any  calendar  year  there¬ 
after  it  is  necessary  to  ascertain  the  cor¬ 
rect  amount,  if  any,  of  the  aggregate  sum 
of  the  taxable  gifts  for  each  of  the  pre¬ 
ceding  taxable  years.  (See  §  25.2502-1 

(a)  (2),)  The  words  “aggregate  sum  of 
the  taxable  gifts  for  each  of  the  preced¬ 
ing  years’’  means  the  correct  aggregate 
of  such  gifts,  not  necessarily  that  re¬ 
turned  for  those  years  and  in  respect  of 
which  tax  was  paid.  All  transfers  which 
constituted  gifts  in  prior  calendar  years 
under  the  laws,  including  the  provisions 
of  law  relating  to  exclusions  from  gifts, 
in  effect  at  the  time  the  transfers  were 
made  are, included  in  determining  the 
amount  of  taxable  gifts  for  preceding 
years.  The  deductions  other  than  for 
the  specific  exemption  (see  paragraph 

(b)  of  this  section)  allowed  by  the  laws 
-in  effect  at  the  time  the  transfers  were 

made  also  are  taken  into  account  in  de¬ 
termining  the  aggregate  sum  of  the  tax¬ 
able  gifts  for  preceding  years.  (The 
allowable  exclusion  from  a  gift  was  $5,000 
for  3rears  before  1939,  $4,000  for  the  cal¬ 
endar  years  1939  through  1942,  and 
$3,000  thereafter.) 

(b)  In  determining  the  aggregate  sum 
of  the  taxable  gifts  for  preceding  years, 
the  total  of  the  amounts  allowed  as  de¬ 
ductions,  for  the  specific  exemption,  un¬ 
der  section  2521  and  the  corresponding 
provisions  of  prior  laws,  shall  not  exceed 
a  total  of  $30,000.  Thus,  if  the  only  pre¬ 
ceding  years  during  which  the  donor 
made  gifts  were  1940  and  1941  (at  which 
time  the  specific  exemption  allowable 
was  $40,000)  and  in  his  returns  for  those 
years  the  donor  claimed  deductions  to¬ 
taling  $40,000  for  the  specific  exemption 
and  reported  taxable  gifts  totaling 
$110,000,  nevertheless,  in  determining 
the  aggregate  sum  of  the  taxable  gifts 
for  preceding  years,  the  deductions  for 
the  specific  exemption  cannot  exceed  a 
total  of  $30,000,  and  the  aggregate  sum 
of  his  taxable  gifts  for  preceding  years 
will  be  $120,000,  instead  of  the  $110,000 
reported  on  his  returns  for  preceding 
years.  (The  allowable  deduction  for  the 
specific  exemption  was  $50,000  for  years 
before  1936,  $40,000  for  the  calendar 
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years  1936  through  1942,  and  $30,000 
thereafter.) 

(c)  If,  during  any  preceding  calendar 
year,  the  donor  and  his  spouse  consented 
to  have  gifts  made  to  third  parties  con¬ 
sidered  as  made  one-half  by  each  spouse, 
pursuant  to  the  provisions  of  section  2513 
or  section  1000  (f)  of  the  Internal  Reve¬ 
nue  Code  of  1939  (which  corresponds  to 
section  2513),  these  provisions  shall  be 
taken  into  account  in  determining  the 
aggregate  sum  of  the  taxable  gifts  for 
that  preceding  calendar  year. 

(d)  In  the  case  of  interpretations  of 
the  gift  tax  law  in  prior  calendar  years, 
which  resulted  in  the  erroneous  inclusion 
of  property  for  gift  tax  which  should 
have  been  excluded,  or  the  erroneous  ex¬ 
clusion  of  property  which  should  have 
been  included,  the  necessary  adjustments 
must  be  made  in  order  to  arrive  at  the 
correct  aggregate  of  taxable  gifts  for  pre¬ 
ceding  years.  However,  see  section  1000 

(e)  and  (g)  of  the  1939  Code  relating  to 
certain  discretionary  trusts  and  recipro¬ 
cal  trusts. 

§  25.2504-2  Valuation  of  certain  gifts 
for  preceding  calendar  years.  Section 
2504  (c)  provides  that  if  the  only  ques¬ 
tion  in  issue  is  the  valuation  of  a  trans¬ 
fer  for  gift  tax  purposes  with  respect  to 
a  gift  or  gifts  made  in  a  preceding  calen¬ 
dar  year,  and  if  the  statutory  period 
within  which  an  assessment  may  be  made 
has  expired  and  a  tax  was  actually  as¬ 
sessed  or  paid  for  such  prior  calendar 
year,  then  the  value  of  the  earlier  gift 
or  gifts  for  purposes  of  arriving  at  the 
correct  amount  of  the  taxable  gifts  for 
pr^eding  years  is  the  value  which  was 
used  in  computing  the  tax  for  the  last 
preceding  calendar  year  for  which  a  tax 
was  assessed  or  paid  under  chapter  12  of 
the  Internal  Revenue  Code  of  1954  or  the 
corresponding  provisions  of  prior  laws. 
However,  this  rule  will  not  prevent  an 
adjustment  where  no  tax  was  paid  or 
assessed  for  the  prior  year  and,  in  any" 
case,  will  not  prevent  adjustment  if  issues 
other  than  valuation  of  property  are 
involved. 

TRANSFERS 

§  25.2511  Statutory  provisions;  trans^ 
fers  in  general. 

Sec.  2511.  Transfers  in  general — (a)  Scope. 
Subject  to  the  limitations  contained  in  this 
chapter,  the  tax  imposed  by  section  2501 
shall  apply  whether  the  transfer  is  in  trust  or 
otherwise,  whether  the  gift  is  direct  or  in¬ 
direct,  and  whether  the  property  is  real  or 
personal,  tangible  or  intangible;  but  in  the 
case  of  a  nonresident  not  a  citizen  of  the 
United  States,  shall  apply  to  a  transfer  only  if 
the  property  is  situated  within  the  United 
States. 

(b)  Stock  in  corporation.  Shares  of  stock 
owned  and  held  by  a  nonresident  not  a  citi¬ 
zen  of  the  United  States  shall  be  deemed 
property  within  the  United  States  only  if 
issued  by  a  domestic  corporation. 

I  25.2511-1  Transfers  in  general,  (a) 
The  gift  tax  applies  to  a  transfer 
by  way  of  gift  whether  the  transfer  is 
In  trust  or  otherwise,  whether  the  gift 
is  direct  or  indirect,  and  whether  the 
property  is  real  or  personal,  tangible  or 
intangible.  For  example,  a  taxable 
transfer  may  be  effected  by  the  creation 
of  a  trust,  the  forgiving  of  a  debt,  the 
assignment  of  a  judgment,  the  assign¬ 


ment  of  the  benefits  of  an  Insurance 
policy,  or  the  transfer  of  cash,  certifi¬ 
cates  of  deposit,  or  Federal,  State  or 
municipal  bonds.  Statutory  provisions 
which  exempt  bonds,  notes,  bills  and 
certificates  of  indebte^ess  of  the  Fed¬ 
eral  Government  or  its  agencies  and  the 
interest  thereon  from  taxation  are  not 
applicable  to  the  gift  tax,  since  the  gift 
tax  is  an  excise  tax  on  the  transfer,  and 
is  not  a  tax  on  the  subject  of  the  gift. 

(b)  In  the  case  of  a  nonresident  alien 
who  was  not  engaged  in  business  in  the 
United  States  (see  §  25.2501-2  (b) )  dur¬ 
ing  the  calendar  year,  the  tax  is  imposed 
only  if  the  gift  consisted  of  real  estate 
or  tangible  personal  property  situated 
within  the  United  States  at  the  time  of 
transfer.  See  §§  25.2501-2  and  25.2511-3. 

(c)  The  gift  tax  also  applies  to  gifts 
indirectly  made.  Thus,  all  transactions 
whereby  property  or  property  rights  or 
interests  are  gratuitously  passed  or  con¬ 
ferred  upon  another,  regardless  of  the 
means  or  device  employe^  constitute 
gifts  subject  to  tax.  See  further 
§  25.2512-8.  The  renunciation  of  a 
vested  property  interest,  such  as  the 
interest  of  an  heir  or  next-of-kin,  or 
devisee  in  whom  title  immediately  vests 
upon  a  decedent’s  death  under  local  law, 
constitutes  a  gift  to  those  persons  who 
receive  the  property  interest  by  means 
of  the  renunciation.  On  the  other  hand 
the  renunciation  of  a  gift,  bequest,  or 
inheritance,  if  under  local  law  title  does 
not  immediately  vest,  is  not  a  gift  if  the 
renunciation  is  complete,  and  is^  made 
within  a  reasonable  time  after  knowl¬ 
edge  of  the  existence  of  the  interest. 
The  renunciation  must  be  unequivocal 
and  effective  under  local  law.  A  renun¬ 
ciation  is  a  complete  and  unqualified  re¬ 
fusal  to  accept  the  property  to  which  one 
is  entitled.  There  can  be  no  renuncia¬ 
tion  of  property  after  its  acceptance.  A 
renunciation  of  only  a  portion  of  the 
property  is  not  a  complete  and  unquali¬ 
fied  refusal  to  accept  the  property  to 
which  one  is  entitled.  In  the  absence 
of  acts  to  the  contrary,  the  failure  to 
renounce  within  a  reasonable  time  after 
learning  of  the  transfer  to  him  will  be 
presumed  to  constitute  an  acceptance 
of  the  property.  If  a  joint  income  tax 
return  is  filed  by  a  husband  and  wife 
for  a  taxable  year,  the  payment  by  one 
spouse  of  all  or  part  of  the  income  tax 
liability  for  such  year  is  not  treated  as 
resulting  in  a  transfer  which  is  subject 
to  gift  tax.  The  same  rule  is  applicable 
to  the  payment  of  gift  tax  for  a  calendar 
year  in  the  case  of  a  husband  and  wife 
who  have  consented  to  have  the  gifts 
made  considered  as  made  half  by  each 
of  them  in  accordance  with  the  provi¬ 
sions  of  section  2513. 

(d)  If  a  donor  transfers  by  gift  less 
than  his  entire  interest  in  property,  the 
gift  tax  is  applicable  to  the  interest 
transferred.  The  tax  is  applicable,  for 
example,  to  the  transfer  of  an  undivided 
half  interest  in  property,  or  to  the  trans¬ 
fer  of  a  life  estate  when  the  grantor 
retains  the  remainder  interest,  or  vice 
versa.  However,  if  the  donor’s  retained 
interest  is  not  susceptible  of  measure¬ 
ment  on  the  basis  of  generally  accepted 
valuation  principles,  the  gift  tax  is  ap- 
plicrble  to  the  entire  value  of  the  prop¬ 


erty  subject  to  the  gift.  Thus,  if  a  donor, 
aged  65  years,  transfers  a  life  estate  in 
property  to  A,  aged  25  years,  with  re¬ 
mainder  to  A’s  issue,  or  in  default  of  is¬ 
sue,  with  reversion  to  the  donor,  the  gift 
tax  will  normally  be  applicable  to  the 
entire  value  of  the  property. 

(e)  If  a  donor  is  the  owner  of  only 
a  limited  interest  in  property,  and  trans¬ 
fers  his  entire  interest,  the  interest  is 
in  every  case  to  be  valued  by  the  rules  set 
forth  in  §§  25.2512-1  through  25.2512-8. 

If  the  interest  is  a  remainder  or  reversion 
or  other  future  interest,  it  is  to  be  valued 
on  the  basis  of  actuarial  principles  set 
forth  in  §  25.2512-5,  or  if  it  is  not  sus¬ 
ceptible  of  valuation  in  that  manner,  in 
accordance  with  the  principles  set  forth 
in  §  25.2512-1. 

(f)  (1)  Donative  intent  on  the  part  of 
the  transferor  is  not  an  essential  element 
in  the  application  of  the  gift  tax  to  the 
transfer.  The  application  of  the  tax  is 
based  on  the  objective  facts  of  the  trans¬ 
fer  and  the  circumstances  under  which 
it  is  made,  rather  than  on  the  subjective 
motives  of  the  donor.  However,  there 
are  certain  types  of  transfers  to  which 
the  tax  is  not  applicable.  It  is  applicable 
to  a  transfer  of  a  beneficial  interest  in 
property.  It  is  not  applicable  to  a  trans¬ 
fer  of  bare  legal  title  to  a  trustee.  A 
transfer  by  a  trustee  of  trust  property 
in  which  he  has  no  beneficial  interest 
does  not  constitute  a  gift  by  the  trustee 
(but  such  a  transfer  may  constitute  a 
gift  by  the  creator  of  the  trust,  if  until 
the  transfer  he  had  the  power  to  change 
the  beneficiaries  by  amending  or  revok¬ 
ing  the  trust) .  The  gift  tax  is  not  ap¬ 
plicable  to  a  transfer  for  a  full  and 
adequate  consideration  in  money  or 
money’s  worth,  or  to  ordinary  business 
transactions,  described  in  §  25.2512-8. 
Further,  current  expenditures  by  an  in¬ 
dividual  on  behalf  of  his  spouse  or  minor 
child  in  satisfaction  of  his  legal  obliga¬ 
tion  to  provide  for  their  support  are  not 
taxable  gifts.  The  extent  of  the  donor’s 
legal  obligation  to  support  his  spouse  or 
minor  child  must  be  ascertained  from 
the  facts  and  circumstances  of  the  indi¬ 
vidual  case.  See  section  2516  and  the 
regulations  thereunder  with  respect  to 
property  settlements  incident  to  a 
divorce. 

(2)  A  transfer  of  property  by  a  trustee 
Is  not  a  taxable  transfer  if  it  is  made 
pursuant  to  a  fiduciary  power  the  exer¬ 
cise  or  nonexercise  of  which  isjimited  by 
a  reasonably  fixed  or  readily  ascertain¬ 
able  standard  which  is  set  forth  in  the 
trust  instrument,  even  though  the  trus¬ 
tee  has  a  beneficial  interest  in  the  trust 
property.  A  clearly  measurable  stand¬ 
ard  under  which  the  holder  of  a  power  is 
legally  accountable  is  such  a  standard 
for  this  purpose.  For  -instance,  a  power 
to  distribute  corpus  for  the  education, 
support,  maintenance,  or  health  of  the 
beneficiary;  for  his  reasonable  support 
and  comfort;  to  enable  him  to  maintain 
his  accustomed  standard  of  living;  or  to 
meet  an  emergency,  would  be  such  a 
standard.  However,  a  power  to  distrib¬ 
ute  corpus  for  the  pleasure,  desire,  or 
happiness  of  a  beneficiary  is  not  such  a 
standard.  The  entire  context  of  a  pro¬ 
vision  of  a  trust  instrument  granting  a 
power  must  be  considered  in  determining 
whether  the  power  is  limited  by  a  reason- 
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ably  definite  standard.  For  example,  If 
a  trust  instrument  provides  that  the  de¬ 
termination  of  the  trustee  shall  be  con¬ 
clusive  with  respect  to  the  exercise  or 
nonexercise  of  a  power,  the  power  is  not 
limited  by  a  reasonably  definite  stand¬ 
ard.  However,  the  fact  that  the  govern¬ 
ing  instrument  is  phrased  in  discretion¬ 
ary  terms  is  not  in  itself  an  indication 
that  no  such  a  standard  exists. 

(g)  In  the  following  examples  of 
transactions  resulting  in  taxable  gifts  it 
will  be  understood  that  the  transfers 
were  not  made  for  an  adequate  and  full 
consideration  in  money  or  money’s 
worth: 

(1)  A  transfer  of  property  by  a  cor¬ 
poration  to  B  is  a  gift  to  B  from  the 
stockholders  of  the  corporation.  If  B 
himself  is  a  stockholder,  the  transfer  is 
a  gift  to  him  from  the  other  stockholders 
to  the  extent  it  is  not  a  distribution  from 
earnings  or  in  liquidation  to  which  B  is 
entitled  as  a  stockholder.  A  transfer  of 
property  by  B  to  a  corporation  repre¬ 
sents  gifts  by  B  to  the  other  individual 
shareholders  of  the  corporation  to  the 
extent  of  their  proportionate  interests. 
However,  a  transfer  made  by  an  individ¬ 
ual  to  a  charitable,  public,  political  or 
similar  organization  may  constitute  a 
gift  to  the  organization  as  a  single  entity, 
depending  upon  the  facts  and  circum¬ 
stances  in  the  particular  case. 

(2)  The  transfer  of  property  to  B  if 
there  is  imposed  upon  B  the  obligation 
of  paying  a  commensurate  annuity  to  C 
is  a  gift  to  C. 

(3)  The  payment  of  money  or  the 
transfer  of  property  to  B  in  considera¬ 
tion  of  B’s  promise  to  render  a  service  to 
C  is  a  gift  to  C.  or  to  both  B  and  C, 
depending  on  whether  the  service  to  be 
rendered  to  C  is  or  is  not  an  adequate 
and  full  consideration  in  money  or 
money’s  worth  for  that  which  is  received 
by  B.  See  section  2512  (b)  and  the 
regulations  thereunder. 

(4)  If  A  creates  a  joint  bank  account 
for  himself  and  B  (or  a  similar  type  of 
ownership  by  which  A  can  regain  the  en¬ 
tire  fund  without  B’s  consent) ,  there  is  a 
gift  to  B  when  B  draws  upon  the  account 
for  his  own  benefit,  to  the  extent  of  the 
amount  drawn.  Similarly,  if  A  purchases 
a  United  States  savings  bond  registered 
as  payable  to  “A  or  B,”  there  is  a  gift  to 
B  when  B  surrenders  the  bond  for  cash 
without  any  obligation  to  account  for  a 
part  of  the  proceeds  to  A. 

(5)  If  A  with  his  own  funds  purchases 
property  and  has  the  title  conveyed  to 
himself  and  B  as  joint  owners,  with 
rights  of  survivorship  (other  than  a  joint 
ownership  described  in  example  (4) )  but 
which  rights  may  be  defeated  by  either 
party  severing  his  interest,  there  is  a  gift 
to  B  in  the  amount  of  h?ilf  the  value  of 
the  property.  However,  see  §  25.2515-1 
relative  to  the  creation  of  a  joint  tenancy 
(or  tenancy  by  the  entirety)  between 
husband  and  wife  in  real  property  with 
rights  of  survivorship  which,  unless  the 
donor  elects  otherwise  is  not  considered 
as  a  transfer  includible  for  Federal  gift 
tax  purposes  at  the  time  of  the  creation 
of  the  joint  tenancy.  See  §  25.2515-2 
with  respect  to  determining  the  extent  to 
which  the  creation  of  a  tenancy  by  the 
entirety  constitutes  a  taxable  gift  if  the 


donor  elects  to  have  the  creation  of  the 
tenancy  so  treated.  See  also  §  25.2523 
(d)-l  with  respect  to  the  marital  deduc¬ 
tion  allow  ed  in  the  case  of  the  creation  of 
a  joint  tenancy  or  a  tenancy  by  the  en¬ 
tirety. 

(6)  If  A  is  possessed  of  a  vested  re¬ 
mainder  interest  in  property,  subject  to 
being  divested  only  in  the  event  he  should 
fail  to  survive  one  or  more  individuals 
or  the  happening  of  some  other  event,  an 
irrevocable  assignment  of  all  or  any  part 
of  his  interest  would  result  in  a  transfer 
includible  for  Federal  gift  tax  purposes. 
See  §  25.2512-5  (d)  for  the  valuation  of 
an  interest  of  this  type. 

(7)  If  A,  without  retaining  a  power  to 
revoke  the  trust  or  to  change  the  bene¬ 
ficial  interests,  transfers  property  in 
trust  whereby  B  is  to  receive  the  income 
for  life  and  at  his  death  the  tinist  is  to 
terminate  and  the  corpus  is  to  be  re¬ 
turned  to  A,  provided  A  survives,  but  if  A 
predeceases  B  the  corpus  is  to  pass  to  C, 
A  has  made  a  gift  equal  to  the  total  value 
of  the  property  less  the  value  of  his  re¬ 
tained  interest.  See  §  25.2512-5  (e)  for 
the  valuation  of  the  donor’s  retained 
interest. 

(8)  If  the  insured  purchases  a  life 
insurance  policy,  or  pays  a  premiiim  on 
a  previously  issued  policy,  the  proceeds 
of  which  are  payable  to  a  beneficiary 
or  beneficiaries  other  than  his  estate, 
and  with  respect  to  which  the  insured 
retains  no  reversionary  interest  in  him¬ 
self  or  his  estate  and  no  power  to  revest 
the  economic  benefits  in  himself  or  his 
estate  or  to  change  the  beneficiaries  or 
their  proportionate  benefits  (or  if  the 
insured  relinquishes  by  assignment,  by 
designation  of  a  new  beneficiary  or  other¬ 
wise,  every  such  power  that  was  retained 
in  a  previously  issued  policy) ,  the  insured 
has  made  a  gift  of  the  value  of  the  policy, 
or  to  the  extent  of  the  premium  paid, 
even  though  the  right  of  the  assignee  or 
beneficiary  to  receive  the  benefits  is  con¬ 
ditioned  upon  his  surviving  the  insured. 
For  the  valuation  of  life  insurance  poli¬ 
cies  see  §  25.2512-6. 

(9)  Where  property  held  by  a  husband 
and  wife  as  community  property  is  used 
to  purchase  insurance  upon  the  hus¬ 
band’s  life  and  a  third  person  is  revocably 
designated  as  beneficiary  and  under  the 
State  law  the  husband’s  death  is  con¬ 
sidered  to  make  absolute  the  transfer  by 
the  wife,  there  is  a  gift  by  the  wife  at 
the  time  of  the  husband’s  death  of  half 
the  amount  of  the  proceeds  of  such 
insurance. 

(10)  If  under  a  pension  plan  (pur¬ 
suant  to  which  he  has  an  unqualified 
right  to  an  annuity)  an  employee  has  an 
option  to  take  either  a  retirement  an¬ 
nuity  for  himself  alone  or  a  smaller  an¬ 
nuity  for  himself  with  a  survivorship 
annuity  payable  to  his  wife,  an  irrevoca¬ 
ble  election  by  the  employee  to  take  the 
reduced  annuity  in  order  that  an  annuity 
may  be  paid,  after  the  employee’s  death, 
to  his  wife  results  in  a  taxable  gift. 

§  25.2511-2  Cessation  of  donor’s  do¬ 
minion  and  control,  (a)  'The  gift  tax  is 
not  imposed  upon  the  receipt  of  the  prop¬ 
erty  by  the  donee,  nor  is  it  necessarily 
determined  by  the  measure  of  enrich¬ 
ment  resulting  to  the  donee  from  the 
transfer,  nor  is  it  conditioned  upon 


ability  to  Identify  the  donee  at  the  time 
of  the  transfer.  On  the  contrary,  the 
tax  is  a  primary  and  personal  liability  of 
the  donor,  is  an  excise  upon  his  act  of 
making  the  transfer,  is  measured  by  the 
value  of  the  property  passing  from  the 
donor,  and  attaches  regardless  of  the  fact 
that  the  identity  of  the  donee  may  not  . 
then  be  known  or  ascertainable. 

(b)  As  to  any  property,  or  part  there¬ 
of  or  interest  therein,  of  which  the  donor 
has  so  parted  with  dominion  and  control 
as  to  leave  in  him  no  power  to  change  its 
disposition,  whether  for  his  own  benefit 
or  for  the  benefit  of  afiother,  the  gift  is 
complete.  But  if  upon  a  transfer  of 
property  (whether  in  trust  or  otherwise) 
the  donor  reserves  any  power  over  its 
disposition,  the  gift  may  be  wholly  in¬ 
complete,  or  may  be  partially  complete 
and  partially  incomplete,  depending  up¬ 
on  all  the  facts  in  the  particular  case. 
Accordingly,  in  every  case  of  a  transfer 
of  property  subject  to  a  reserved  power, 
the  terms  of  the  power  must  be  examined 
and  its  scope  determined.  For  example, 
if  a  donor  transfers  property  to  another 
in  trust  to  pay  the  income  to  the  donor 
or  accumulate  it  in  the  discretion  of  the 
trustee,  and  the  donor  retains  a  testa¬ 
mentary  power  to  appoint  the  remainder 
among  his  descendants,  no  portion  of  the 
transfer  is  a  completed  gift.  On  the 
other  hand,  if  the  donor  had  not  retained 
the  testamentary  power  of  appointment, 
but  instead  provided  that  the  remainder 
should  go  to  X  or  his  heirs,  the  entire 
transfer  would  be  a  completed  gift. 
However,  if  the  exercise  of  the  trustee’s 
power  in  favor  of  the  grantor  is  limited 
by  a  fixed  or  readily  ascertainable 
standard,  enforceable  by  or  on  behalf  of 
the  grantor,  then  the  gift  is  incomplete 
to  the  extent  of  the  ascertainable  value 
of  any  rights  thus  retained  by  the 
grantor. 

(c)  A  gift  is  incomplete  in  every  in¬ 
stance  in  which  a  donor  reserves  the 
power  to  revest  the  beneficial  title  to  the 
property  in  himself.  A  gift  is  also  in¬ 
complete  if  and  to  the  extent  that  a  re¬ 
served  power  gives  the  donor  the  power 
to  name  new  beneficiaries  or  to  change 
the  interests  of  the  beneficiaries  as  be- 
tw'een  themselves  unless  the  power  is  a 
fiduciary  power  limited  by  a  fixed  or 
readily  ascertainable  standard.  Thus, 
if  an  estate  for  life  is  transferred  but, 
by  an  exercise  of  a  power,  the  estate  may 
be  terminated  or  cut  down  by  the  donor 
to  one  of  less  value,  and  without  restric¬ 
tion  upon  the  extent  to  which  the  estate 
may  be  so  cut  down,  the  transfer  consti¬ 
tutes  an  incomplete  gift.  If  in  this  ex2* 
ample  the  power  was  confined  to  the 
right  to  cut  down  the  estate  for  life  to 
one  for  a  term  of  five  years,  the  certainty 
of  an  estate  for  not  less  than  that  term 
results  in  a  gift  to  that  extent  complete,. 

(d)  A  gift  is  not  considered  incom¬ 
plete,  however,  merely  because  the  donor 
reserves  the  power  to  change  the  manner 
or  time  of  enjoyment.  Thus,  the  creation 
of  a  trust  the  income  of  which  is  to  be 
paid  annually  to  the  donee  for  a  period 
of  years,  the  corpus  being  distributable 
to  him  at  the  end  of  the  period,  and  the 
power  reserved  by  the  donor  being 
limited  to  a  right  to  require  that,  instead 
of  the  income  being  so  payable,  it  should 
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13  and  June  20  were  $15  and  $10, 
respectively,  the  price  of  $13  is  taken 
as  representing  the  fair  market  value 

(3x15)-^(2X10) 

5 

are  listed  on  more  than  one  exchange, 
the  records  of  the  exchange  where  the 
stocks  or  bonds  are  principally  dealt  in 
should  be  employed.  In  valuing  listed 
securities,  the  donor  should  be  careful  to 
consult  accurate  records  to  obtain  values 
as  of  the  date  of  the  gift.  If  quotations 
of  unlisted  securities  are  obtained  from 
brokers,  or  evidence  as  to  their  sale  is 
obtained  from  officers  of  the  issuing  com¬ 
panies,  the  donor  should  preserve  in  his 
files  the  letters  furnishing  such  quota¬ 
tions  or  other  evidence  of  sale  for  in¬ 
spection  when  the  return  is  verified  by 
an  investigating  officer. 

(c)  Based  on  bid  and  asked  prices.  If 
the  provisions  of  paragraph  (b)  of  this 
section  are  inapplicable  because  actual 
sales  are  not  available  during  a  reason¬ 
able  period  beginning  before  and  ending 
after  the  date  of  the  gift,  the  fair  market 
value  may  be  determined  by  taking  the 
mean  between  the  bona  fide  bid  and 
asked  prices  on  the  date  of  the  gift,  or 
if  none,  by  taking  a  weighted  average 
between  the  bona  fide  bid  and  asked 
prices  on  the  nearest  trading  date  before 
and  the  nearest  trading  date  after  the 
date  of  the  gift,  if  both  such  nearest 
dates  are  within  a  reasonable  period. 
The  average  is  to  be  determined  in  the 
manner  described  in  paragraph  (b)  of 
this  section. 

'  (d)  Where  selling  prices  and  bid  and 
asked  prices  are  not  available  for  dates 
both  before  and  after  date  of  gift.  If 
the  provisions  of  paragraphs  (b)  and  (c) 
of  this  section  are  inappli^ble  because 
no  actual  sale  prices  or  qudted  bona  fide 
bid  and  asked  prices  are  available  on  a 
date  within  a  reasonable  period  before 
the  date  of  the  gift,  but  such  prices  are 
available  on  a  date  within  a  reasonable 
period  after  the  date  of  the  gift,  or  vice 
versa,  then  the  mean  between  the  high¬ 
est  and  lowest  available  sale  prices  or 
bid  and  asked  prices  may  be  taken  as 
the  value. 

(e)  Where  selling  prices  or  bid  and 
asked  prices  do  not  represent  fair  mar¬ 
ket  value.  In  cases  in  which  it  is  estab¬ 
lished  that  the  value  per  bond  or  share 
of  any  security  determined  on  the  basis 
of  the  selling  or  bid  and  asked  prices  as 
provided  under  paragraphs  (b) ,  (c) ,  and 
(d)  of  this  section  does  not  represent  the 
fair  market  value  thereof,  theri  some 
reasonable  modification  of  the  value  de¬ 
termined  on  that  basis  or  other  relevant 
facts  and  elements  of  value  shall  be  con¬ 
sidered  in  determining  fair  market 
value.  Where  sales  at  or  near  the  date 
of  the  gift  are  few  or  of  a  sporadic 
nature,  such  sales  alone  may  not  indi¬ 
cate  fair  market  value.  In  certain  ex¬ 
ceptional  cases,  the  size  of  the  block  of 
securities  made  the  subject  of  each  sepa¬ 
rate  gift  in  relation  to  the  number  of 
shares  changing  hands  in  sales  may  be 
relevant  in  determining  whether  selling 
prices  reflect  the  fair  market  value  of  the 
block  of  stock  to  be  valued.  If  the  donor 
can  show  that  the  block  of  stock  to  be 
valued,  with  reference  to  each  separate 
gift,  is  so  lai^e  in  relation  to  the  actual 


sales  on  the  existing  market  that  It 
could  not  be  liquidated  in  a  reasonable 
time  without  depressing  the  market,  the 
price  at  which  the  block  could  be  sold  as 
such  outside  the  usual  market,  as 
through  an  underwriter,  may  be  a  more 
accurate  indication  of  value  than  mar¬ 
ket  quotations.  Complete  data  in  sup¬ 
port  of  any  allowance  claimed  due  to  the 
size  of  the  block  of  stock  being  valued 
should  be  submitted  with  the  return. 
On  the  other  hand,  if  the  block  of  stock' 
to  be  valued  represents  a  controlling 
interest,  either  actual  or  effective,  in  a 
going  business,  the  price  at  which  other 
lots  change  hands  may  have  little  rela¬ 
tion  to  its  true  value. 

(f)  Where  selling  prices  or  bid  and 
asked  prices  are  unavailable.  If  the  pro¬ 
visions  of  paragraphs  (b),  (c),  and  (d) 
of  this  section  are  inapplicable  because 
actual  sale  prices  and  bona  fide  bid  and 
asked  prices  are  lacking,  then  the  fair 
market  value  is  to  be  determined  by  tak¬ 
ing  the  following  factors  into  considera¬ 
tion: 

(1)  In  the  case  of  corporate  or  other 
bonds,  the  soundness  of  the  security,  the 
interest  yield,  the  date  of  maturity,  and 
other  relevant  factors;  and 

(2)  In  the  case  of  shares  of  stock,  the 
company’s  net  worth,  prospective  earn¬ 
ing  power  and  dividend-paying  capacity, 
and  other  relevant  factors. 

Some  of  the  “other  relevant  factors”  re¬ 
ferred  to  in  subparagraphs  (1)  and  (2) 
of  this  paragraph  are:  the  value  of  the 
business;  the  economic  outlook  in  the 
particular  industry;  the  company’s  posi¬ 
tion  in  the  industry  and  its  management; 
and  the  values  of  securities  of  corpora¬ 
tions  engaged  in  the  same  or  similar 
lines  of  business  which  are  listed  on  a 
stock  exchange.  However,  the  weight 
to  be  accorded  such  comparisons  or  any 
other  evidentiary  factors  considered  in 
the  determination  of  a  value  depends 
upon  the  facts  of  each  case.  Complete 
financial  and  other  data  upon  which 
the  valuation  is  based  should  be  submit¬ 
ted  with  the  return,  including  copies  of 
reports  in  any  case  in  which  examina¬ 
tions  of  the  company  have  been  made 
by  accountants,  engineers,  or  any  tech¬ 
nical  experts  as  of  or  near  the  date  of 
the  gift. 

§  25.2512-3  Valuation  of  interest  in 
business,  (a)  Care  should  be  taken  to 
arrive  at  an  accurate  valuation  of  any 
interest  in  a  business  which  the  donor 
transfers  without  an  adequate  and  full 
consideration  in  money  or  money’s 
worth.  The  fair  market  value  of  any 
Interest  in  a  business,  whether  a  part¬ 
nership  or  a  proprietorship,  is  a  net  value 
equal  to  the  amount  which  a  willing 
purchaser,  whether  an  individual  or  a 
corporation,  would  pay  for  the  interest 
to  a  willing  seller,  neither  being  under 
any  compulsion  to  buy  or  to  sell.  The 
net  value  shall  be  determined  on  the 
basis  of  all  relevant  factors  including— 

(1)  A  fair  appraisal  as  of  the  date  of 
the  gift  of  all  the  assets  of  the  business, 
tangible  and  Intangible,  Including  good 
will; 

(2)  The  demonstrated  earning  capac¬ 
ity  of  the  business;  and 


)•“  stocks  or  bonds 


(3)  The  other  factors  set  forth  In 
§  25.2512-2  (f)  relating  to  the  valuation 
of  corporate  stock,  to  the  extent  appli¬ 
cable. 

Special  attention  should  be  given  to  de¬ 
termining  an  adequate  value  of  the  good 
will  of  the  business.  Complete  financial 
and  other  data  upon  which  the  valuation 
is  based  should  be  submitted  with  the 
return,  including  copies  of  reports  in 
any  case  in  which  examinations  of  the 
business  have  been  made  by  accountants, 
engineers,  or  any  technical  experts  as 
of  or  near  the  date  of  the  gift. 

§  25.2512-4  Valuation  of  notes.  The 
fair  market  value  of  notes,  secured  or 
unsecured,  is  presumed  to  be  the  amount 
of  unpaid  principal,  plus  accrued  inter¬ 
est  to  the  date  of  the  gift,  unless  the 
donor  establishes  a  lower  value.  ’Unless 
returned  at  face  value,  plus  accrued  in¬ 
terest,  it  must  be  shown  by  satisfactory 
evidence  that  the  note  is  worth  less  than 
the  unpaid  amount  (because  of  the  in¬ 
terest  rate,  or  date  of  maturity,  or  other 
cause) ,  or  that  the  note  is  uncollectible 
in  part  (by  reason  of  the  insolvency  of 
the  party  or  parties  liable,  or  for  other 
cause),  and  that  the  property,  if  any, 
pledged  or  mortgaged  as  security  is 
insufficient  to  satisfy  it. 

§  25.2512-5  Valuation  of  annuities,  life 
estates,  terms  for  years,  remainders  and 
reversions — ia)  In  general.  (1)  The  fair 
market  value  of  annuities,  life  estates, 
terms  for  years,  remainders  and  rever¬ 
sions  is  their  present  value,  determined 
under  this  section,  except  in  the  case  of 
annuities  and  life  insurance  under  con¬ 
tracts  issued  by  companies  regularly  en¬ 
gaged  in  their  sale.  The  valuation  of 
such  commercial  annuity  contracts  and 
insurance  policies  is  determined  under 
§  25.2512-6.  Where  the  donor  transfers 
property  in  trust  or  otherwise  and  retains 
an  interest  therein,  the  value  of  the  gift 
is  the  value  of  the  property  transferred 
less  the  value  of  the  donor’s  retained  in¬ 
terest.  If  the  donor  assigns  or  relin¬ 
quishes  an  annuity,  life  estate,  remainder 
or  reversion  which  he  holds  by  virtue  of 
a  transfer  previously  made  by  himself  or 
another,  the  value  of  the  gift  is  the  value 
of  the  interest  transferred. 

(2)  The  present  value  of  an  annuity, 
life  estate,  remainder  or  reversion  de¬ 
termined  under  this  section  which  is  de¬ 
pendent  on  the  continuation  or  termina¬ 
tion  of  the  life  of  one  person  is  computed 
by  the  use  of  Table  I  in  paragraph  (f )  of 
this  section.  The  present  value  of  an 
annuity,  term  for  years,  remainder  or 
reversion,  dependent  on  a  term  certain  is 
computed  by  the  use  of  Table  n  in  para¬ 
graph  (f).  If  the  interest  to  be  valued 
is  dependent  upon  more  than  one  life 
or  there  is  a  term  certain  concurrent 
with  one  or  more  lives,  see  paragraph  (e) 
of  this  section.  For  purposes  of  the 
computations  described  in  this  section, 
the  age  of  a  person  is  to  be  taken  as  the 
age  of  that  person  at  his  nearest  birth¬ 
day. 

(b)  Annuities — (1)  Payable  annually 
at  end  of  year.  If  an  annuity  is  payable 
annually  at  the  end  of  each  year  during 
the  life  of  an  individual  (as  for  example 
if  the  first  payment  is  due  one  year  after 
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the  date  of  the  gift) ,  the  amount  payable 
annually  is  multiplied  by  the  figure  in 
■column  2  of  Table  I  opposite  the  number 
of  years  in  column  1  nearest  the  age  of 
the  individual  whose  life  measures  the 
duration  of  the  annuity.  If  the  annuity 
is  payable  annually  at  the  end  of  each 
year  for  a  definite  number  of  years,  the 
amount  payable  annually  is  multiplied 
by  the  figiu'e  in  column  2  of  Table  II 
opposite  the  number  of  years  in  column  1 
representing  the  duration  of  the  annuity. 
The  application  of  this  subparagraph 
may  be  illustrated  by  the  following 
examples: 

Example  (1).  The  donor  assigns  an  an¬ 
nuity  of  $10,000  a  year  payable  annually  dur¬ 
ing  his  life  immediately  after  an  annual  pay¬ 
ment  has  been  made.  The  age  of  the  donor 
on  the  date  of  assignment  is  40  years  and  8 
month*.  By  reference  to  Table  I,  it  is  found 
that  the  figure  in  column  2  opposite  41 
years  is  17.6853.  The  value  of  the  gift  is, 
therefore,  $176,853  ($10,000  multiplied  by 
17.6853). 

Example  (2).  The  donor  was  entitled  to 
receive  an  annuity  of  $10,000  a  year  payable 
annually  at  the  end  of  annual  periods 
throughout  a  term  of  20  years;  the  donor, 
when  15  years  have  elapsed,  makes  a  gift 
thereof  to  his  son.  By  reference  to  Table  II, 
it  is  found  that  the  figure  in  column  2  oppo¬ 
site  6  years,  the  unexplred  p>ortion  of  the 
20-year  period  is  4.5151.  The  present  value 
of  the  annuity  is,  therefore,  $45,151  ($10,000 
multiplied  by  4.5151). 

(2)  Payable  at  the  end  of  semiannual, 
quarterly,  monthly,  or  weekly  periods. 
If  an  annuity  is  payable  at  the  end 
of  semiannual,  quarterly,  monthly,  or 
W’eekly  periods  during  the  life  of  an 
individual  (as  for  example  if  the  first 
payment  is  due  one  month  after  the  date 
of  the  gift) ,  the  aggregate  amount  to  be 
paid  within  a  year  is  first  multiplied  by 
the  figure  in  column  2  of  Table  I  opposite 
the  number  of  years  in  column  1  nearest 
the  age  of  the  individual  whose  life 
measures  the  duration  of  the  annuity. 
The  product  so  obtained  is  then  multi¬ 
plied  by  whichever  of  the  following  fac¬ 
tors  is  appropriate : 

1.0087  for  semiannual  pasrments, 

1.0130  for  quarterly  payments, 

1.0159  for  monthly  payments,  and 
1.0171  for  weekly  payments. 

If  the  annuity  is  payable  at  the  end  of 
semiannual,  quarterly,  monthly,  or  week¬ 
ly  periods  for  a  definite  number  of  years 
the  aggregate  amount  to  be  paid  within 
a  year  is  first  multiplied  by  the  figure  in 
column  2  of  Table  II  opposite  the  number 
of  years  in  column  1  representing  the 
duration  of  the  annuity.  The  product  so 
obtained  is  then  multiplied  by  whichever 
of  the  above  factors  is  appropriate.  The 
application  of  this  paragraph  may  be 
illustrated  by  the  following  example: 

Example.  The  facts  are  the  same  as  those 
contained  in  example  (1)  set  forth  in  sub- 
paragraph  (1)  above,  except  that  the  annuity 
is  payable  semiannually.  The  aggregate  an¬ 
nual  amount,  $10,000,  is  multiplied  by  the 
factor  17.6853,  and  the  product  multiplied  by 
1.0087,  The  value  of  the  gift  is,  therefore, 
$178,391.62  ($10,000  X  17.6853  X  1.0087) . 

(3)  Payable  at  the  beginning  of  an~- 
nual,  semiannual,  quarterly,  monthly,  or 
weekly  periods,  (i)  If  the  first  payment 
of  an  annuity  for  the  life  of  an  indi¬ 
vidual  is  due  at  the  beginning  of  the 
annual  or  other  payment  period  rather 
than  at  the  end  (as  for  example  if  the 


first  pasntnent  Is  to  be  made  immediately 
after  the  date  of  the  gift) ,  the  value  of 
the  annuity  is  the  sum  of  (a)  the  first 
payment  plus  (b)  the  present  value  of 
a  similar  annuity,  the  first  pasmient  of 
which  is  not  to  be  made  until  the  end 
of  the  payment  period,  determined  as 
provided  in  subparagraph  (1)  or  (2)  of 
this  paragraph.  The  application  of  this 
subdivision  may  be  illustrated  by  the 
following  example: 

Example.  The  donee  Is  made  the  bene¬ 
ficiary  for  life  of  an  annuity  of  $50  a  month 
from  the  Income  of  a  trust,  subject  to  the 
right  reserved  by  the  donor  to  cause  the 
annuity  to  be  paid  for  his  own  benefit  or 
for  the  benefit  of  another.  On  the  day  a 
payment  is  due,  the  donor  relinquishes  his 
reserved  power.  The  donee  is  then  50  years 
of  age.  The  value  of  the  gift  is  $50  plus 
the  product  of  $50  X 12  x  14.8486  (see  Table  I) 
X  1.0159,  or  $9,100.82. 

(ii)  If  the  first  payment  of  an  annuity 
for  a  definite  number  of  years  is  due  at 
the  beginning  of  the  annual  or  other 
payment  period,  the  applicable  factor  is 
the  product  of  the  factor  shown  in 
Table  II  multiplied  by  whichever  of  the 
following  factors  is  appropriate: 

1 .0350  for  annual  pa3nnents, 

1.0262  for  semiannual  payments, 

1.0218  for  quarterly  payments, 

1.0189  for  monthly  payments,  and 
1.0177  for  weekly  payments. 

The  application  of  this  subdivision  may 
be  illustrated  by  the  following  example: 

Example.  The  donee  is  the  beneficiary  of 
an  annuity  of  $50  a  month,  subject  to  a 
reserved  right  in  the  donor  to  cause  the 
annuity  or  the  cash  value  thereof  to  be  paid 
for  his  own  benefit  or  the  benefit  of  another. 
On  the  day  a  payment  Is  due,  the  donor 
relinquishes  the  power.  There  are  300  pay¬ 
ments  to  be  made  covering  a  period  of  25 
years,  including  the  payment  due.  The  value 
of  the  gift  is  the  product  of  $50xl2x  16.4815 
(factor  for  25  years.  Table  II)  x  1.0189,  or 
$10,075.80. 


graph  may  be  illustrated  by  the  following 
example: 

Example.  The  donor  transfers  by  gift 
property  worth  $50,000  which  he  is  entitled 
to  receive  upon  the  death  of  his  brother,  to 
whom  the  income  for  life  has  been  be¬ 
queathed.  The  brother  at  the  date  of  the 
gift  is  31  years  of  age.  By  reference  to  Table 
I,  it  is  found  that  the  figure  in  column  4 
opp>osite  age  31  is  0.28932.  The  value  of  the 
gift  is,  therefore,  $14,466  ($50,000X0.28932). 

(e)  Actuarial  computations  by  the  In¬ 
ternal  Revenue  Service.  If  the  interest 
to  be  valued  is  dependent  upon  the  con¬ 
tinuation,  or  termination  of  more  than 
one  life,  or  there  is  a  term  certain  con¬ 
current  with  one  or  more  lives,  or  if  the 
retained  interest  of  the  donor  is  condi¬ 
tioned  upon  survivorship,  a  special  factor 
is  necessary.  The  factor  is  to  be  com¬ 
puted  upon  the  basis  of  the  Makehamized 
mortality  table  appearing  as  Table  38 
of  United  States  Life  Table  and  Actuarial 
Tables  1939-41,  published  by  the  United 
States  Department  of  Commerce,  Bureau 
of  the  Census,  and  interest  at  the  rate  of 
3*/2  percent  a  year,  compounded  annu¬ 
ally.  Many  such  factors  may  be  found 
in,  or  readily  computed  with  the  use  of 
the  tables  contained  in,  a  pamphlet  en¬ 
titled  “Actuarial  Values  for  Estate  and 
Gift  Tax.”  This  pamphlet  may  be  pur¬ 
chased  from  the  Superintendent  of  Docu¬ 
ments,  United  States  Government  Print¬ 
ing  Office,  Washington  25,  D.  C.  How¬ 
ever,  if  a  special  factor  is  required  in 
the  case  of  an  actual  gift,  the  Commis¬ 
sioner  w'ill  furnish  the  factor  upon  re¬ 
quest.  The  request  must  be  accompanied 
by  a  statement  of  the  date  of  birth  of 
each  person,  the  duration  of  whose  life 
may  affect  the  value  of  the  interest,  and 
by  copies  of  the  relevant  instruments. 

(f)  The  following  tables  shall  be  used 
in  the  application  of  the  provisions  of 
this  section: 

Table  I 


(c)  Life  estates  and  terms  for  years. 
If  the  interest  to  be  valued  is  the  right 
of  a  person  for  his  life,  or  for  the  life 
of  another  person,  to  receive  the  income 
of  certain  property  or  to  use  nonincome- 
producing  property,  the  value  of  the  in¬ 
terest  is  the  value  of  the  property  multi¬ 
plied  by  the  figure  in  column  3  of  Table  I 
opposite  the  number  of  years  nearest  to 
the  actual  age  of  the  measuring  life.  If 
the  interest  to  be  valued  is  the  right  to 
receive  income  of  property  or  to  use  non- 
income-producing  property  for  a  term 
of  years,  column  3  of  Table  II  is  used. 
The  application  of  this  paragraph  may  be 
illustrated  by  the  following  example: 

Example.  The  donor,  who  during  his  life 
Is  entitled  to  receive  the  Income  from  prop¬ 
erty  worth  $50,000,  makes  a  gift  of  such 
interest.  The  donor  is  31  years  old  on  the 
date  of  the  gift.  The  value  of  the  gift  is 
$35,534  ($50,000X0.71068). 

(d)  Remainders  or  reversionary  in¬ 
terests.  If  the  interest  to  be  valued  is  a 
remainder  or  reversionary  interest  sub¬ 
ject  to  a  life  estate,  the  value  of  the  in¬ 
terest  should  be  obtained  by  multiplying 
the  value  of  the  property  at  the  date  of 
the  gift  by  the  figure  in  column  4  of  Table 
I  opposite  the  number  of  years  nearest 
the  age  of  the  life  tenant.  If  the  remain¬ 
der  or  reversion  is  to  take  effect  at  the 
end  of  a  term  of  years,' Table  n  should 
be  used.  The  application  of  this  para¬ 


(Table,  single  life,  3)4  percent,  showing  the  present 
worth  of  an  annuity,  or  a  life  interest,  and  ot  a  remain¬ 
der  interest) 


(1) 

Age 

(2) 

Annuity 

(3) 

Life  estate 

(4) 

Remainder 

0 . 

23. 9685 

0.83890 

0.16110 

1 . 

24. 9035 

.87162 

.12838 

2 . 

24.  8920 

.87122 

.12878 

3 . 

24.8246 

.86886 

.13114 

4 . 

24. 7378 

.80582 

.13418 

5 . 

24.6392 

.80237 

.13763 

6 . 

24.  6326 

.85864 

.14136 

7 . 

24. 4188 

.85106 

.14534 

8 . 

24. 2982 

.85044 

.149.56 

9 . 

24. 1713 

.84600 

.15400 

10 . 

24.Q387 

.84135 

.1.5865 

11 . 

23. 9008 

.83053 

.16347 

12 . 

23.7600 

.83160 

.16840 

13 . 

23. 6161 

.82056 

.17344 

14 . 

23.4693 

.82143 

.17857 

l.S . 

23. 3194 

.81618 

.18382 

16 . 

23. 1665 

.81083 

.18917 

17 . 

23.0103 

.80536 

. 19404 

18 . 

22. 8,511 

.79979 

.20021 

19 . 

22.6870 

.79404 

.20596 

20 . 

22.  5179 

.78813 

.21187 

21 . 

22. 3438 

.78203 

.21797 

22 . 

22.1646 

.77576 

.22424 

23 . 

21.9801 

.76930 

.23070 

24 . 

21.7902 

.76266 

.23734 

2.'> . 

21. 5950 

.75.582 

.24418 

26 . 

21. 3942 

.74880 

.25120 

27 . 

21.1878 

.74157 

.25843 

28 . 

20.9759 

.73416 

.26584 

29 . 

20. 7581 

.72653 

.27347 

30 . 

20.  5345 

.71871 

.28129 

31 . 

20. 3052 

.71068 

.28932 

32.  r. . 

20.0699 

.70245 

.29755 

33 . 

19. 8288 

.69401 

.30599 

34 . 

19.  5816 

.68536 

.31464 

35 . 

19. 3285 

.67650 

.32350 

36 . 

19. 0695 

.66743 

.332.57 

37 . 

18.8044 

.65815 

.34185 

Thursday,  January  3,  1957 
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the  full  value,  tJ.iis  method  may  not  be  chase  of  which  is  subject  to  an  excise  in  the  future  to  discharge  a  donor’s  ob- 
used.  ‘  tax,  is  purchased  at  retail  by  a  taxpayer  ligation  to  support  a  dependent  is  not  a 
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transfer  for  a  consideration  in  money  or 
money’s  worth,  unless  under  local  law  the 
transfer  operates  completely  to  discharge 
the  donor’s  obligation. 

§  25.2513  Statutory  provisions:  gift  by 
husband  or  tmfe  to  third  party:  con- 
sidered  as  made  one-half  by  each. 

Etc.  2513.  Gift  hy  husband  or  wife  to  third 
party — (a)  Considered  as  made  one-half  by 
each — (1)  In  general.  A  gift  made  by  one 
spouse  to  any  person  other  than  his  spouse 
shall,  for  the  purposes  of  this  chapter,. ha, 
considered  as  made  one-half  by  him  and  one- 
half  by  his  spouse,  but  only  if  at  the  time 
of  the  gift  each  spouse  is  a  citizen  or  resident 
of  the  United  States.  This  paragraph  shall 
not  apply  with  respect  to  a  gift  by  a  spouse 
of  an  interest  in  property  if  he  creates  in  his 
spouse  a  general  power  of  appointment,  as 
defined  in  section  2514  (c) .  over  such  interest. 
For  pwposes  of  this  section,  an  individual 
shall  be  considered  as  the  spouse  of  another 
Individual  only  if  he  is  married  to  such  in¬ 
dividual  at  the  time  of  the  gift  and  does 
not  remarry  during  the  remainder  of  the 
calendar  year. 

(2)  Consent  of  both  spouses.  Paragraph 
(1)  shall  apply  only  if  both  spouses  have 
signified  (under  the  regulations  provided  for 
in  subsection  (b) )  their  consent  to  the  ap¬ 
plication  of  paragraph  (1)  in  the  case  of  all 
such  gifts  made  during  the  calendar  year  by 
either  while  married  to  the  other. 

(b)  Manner  and  time  of  signifying  con¬ 
sent — (1)  Manner.  A  consent  under  this 
section  shall  be  signified  in  such  manner  as 
Is  provided  under  regulations  prescribed  by 
the  Secretary  or  his  delegate. 

(2)  Time.  Such  consent  may  be  so  signi¬ 
fied  at  any  time  after  the  close  of  the  calen- 


during  the  remainder  of  the  calendar 
year. 

(b)  The  provisions  of  this  section  will 
apply  only  if  both  spouses  signify  their 
consent  to  treat  all  gifts  made  to  third 
parties  during  the  calendar  year  by  both 
spouses  while  married  to  each  other  as 
having  been  made  one-half  by  each 
spouse.  As  to  the  manner  and  time  for 
signifying  consent,  see  §  25.2513-2.  Such 
consent,  if  signified  with  respect  .to  any 
calendar  year,  is  effective  with  respect 
to  all  ..gifts  made  to  third  parties  during 
such  year  except  as  follows: 

(1)  If  the  consenting  spouses  were 
not  married  to  each  other'during  a  por¬ 
tion  of  the  calendar  year  the  consent  is 
not  effective  with  respect  to  any  gifts 
made  during  such  portion  of  the  calendar 
year.  Where  the  consent  is  signified  by 
an  executor  or  administrator  of  a  de¬ 
ceased  spouse,  the  consent  is  not  effec¬ 
tive  with  respect  to  gifts  made  by  the 
surviving  spouse  during  the  portion  of 
the  calendar  year  that  his  (or  her) 
spouse  was  deceased. 

(2)  If  either  spouse  was  a  nonresi¬ 
dent  not  a  citizen  of  the  United  States 
during  any  portion  of  the  calendar  year, 
the  consent  is  not  effective  with  respect 
to  any  gift  made  during  that  portion  of 
the  calendar  year. 

(3)  The  consent  is  not  effective  with 
respect  to  a  gift  by  one  spouse  of  a  prop¬ 
erty  interest  over  which  he  created  in 
his  spouse  a  general  power  of  appoint¬ 
ment  (as  defined  in  section  2514). 


of  $6,000,  and  (2)  no  portion  of  the  prop¬ 
erty  transferred  constitutes  a  gift  of  a 
future  interest.  If  a  transfer  made  by 
either  spouse  during  the  year  to  a  third 
party  represents  a  gift  of  a  future  inter¬ 
est  in  property  and  the  spouses  consent 
to  have  the  gifts  made  considered  as 
made  one-half  by  each,  a  gift  tax  return 
for  such  year  must  be  filed  by  each  spouse 
regardless  of  the  value  of  the  transfer. 
(See.  §  25.2503-3«  for  the  definition  of  a 
future  interest.) 

(d)  The  following  examples  illustrate 
the  application  of  this  section  relative  to 
the  requirements  for  the  filing  of  a  re¬ 
turn,  assuming  that  a  consent  was  ef¬ 
fectively  signified: 

(1)  A  husband  made  gifts  valued  at 
$7,000  during  the  year  to  a  third  party 
and  his  wife  made  no  gifts.  Each  spouse 
is  required  to  file  a  return. 

(2)  A  husband  made  gifts  valued  at 
$5,000  to  each  of  two  third  parties  during 
the  year  and  his  wife  made  no  gifts. 
Only  the  husband  is  required  to  file  a 
return. 

(3)  A  husband  made  gifts  valued  at 
$5,000  to  a  third  party,  and  the  wife  made 
gifts  valued  at  $2,000  to  the  same  third 
party  during  the  year.  Each  spouse  is 
required  to  file  a  return. 

(4)  A  husband  made  gifts  valued  at 
$5,000  to  a  third  party  and  his  wife  made 
gifts  valued  at  $3,000  to  another  third 
party  during  the  year.  Only  the  husband 
is  required  to  file  a  return, 

(5)  A  husband  made  gifts  valued  at 


dar  year  in  which  the  gift  was  made,  subject 
to  the  foliowing  limitations — 

(A)  The  consent  may  not  be  signified  after 
the  15th  day  of  April  following  the  close  of 
such  year,  unless  before  such  15th  day  no 
return  has  been  filed  for  such  year  by  either 
spouse,  in  which  case  the  consent  may  not  be 
signified  after  a  return  for  such  year  is  filed 
by  either  spouse; 

(B)  The  consent  may  not  be  signified  after 
a  notice  of  deficiency  with  respect  to  the  tax 
for  such  year  has  been  sent  to  either  spouse 
in  accordance  with  section  6212  (a) . 

(c)  Revocation  of  consent.  Revocation  of 
a  consent  previously  signified  shall  be  XUddie" 


(4)  If  one  spouse  transferred  property 
in  part  to  his  spouse  and  in  part  to  third 
parties,  the  consent  is  effective  with  re¬ 
spect  to  the  interest  transferred  to  third 
parties  only  insofar  as  such  interest  is 
ascertainable  at  the  time  of  the  gift  and 
hence  severable  from  the  interest  trans¬ 
ferred  to  his  spouse.  See  §  25.2512-5  for 
the  principles  to  be  applied  in  thg^yalus*' 
tion  of  annuities,  life  terms  for 

years,  remainders  reversions. 
^„..(5,),.  Trie"  Consent  applies  alike  to  gifts 
mhde  by  one  spouse  alone  and  to  gifts 


in  such  manner  as  is  provided  .und^'r' regula¬ 
tions  prescribed  by  the  Secretary  or  his  dele¬ 
gate,  but  the  right  to  revoke  a  consent 
^revicasly  signified  with  respect  to  a  calendar 
year — 

(1)  Shall  not  exist  after  the  15th  day  of 
April  following  the  close  of  such  year  if  the 
consent  was  signified  on  or  before  such  15th 
day;  and 


made  partly  by  each  spouse,  provided 
such  gifts  were  to  third  parties  and  do 
not  fall  within  any  of  the  exceptions  set 
forth  in  subparagraphs.  (1)  through  (4) 
of  this  paragraph.  The  consent  may  not 
be  applied  only  to  a  portion  of  the  prop¬ 
erty  interest  constituting  such  gifts.  For 
example,  a  wife  may  not  treat  gifts  made 


(2)  Shall  not  exist  if  the  consent  was  not 
signified  until  after  such  15th  day. 

(d)  Joint  and  several  liability  for  tax.  If 
the  consent  required  by  subsection  (a)  (2) 
is  signified  with  respect  to  a  gift  made  in 
any  calendar  year,  the  liability  with  respect 
to  the  entire  tax  imposed  by  this  chapter  of 
each  spouse  for  such  year  shall  be  Joint  and 
severai. 


by  her  spouse  from  his  separate  property 
to  third  parties  as  having  been  made 
one-half  by  her  if  her  spouse  does  not 
consent  to  treat  gifts  ihade  by  her  to 
third  parties  during  the  same  calendar 
year  as  having  been  made  one-half  by 
him.  If  the  consent  is  effectively  signi¬ 
fied  on  either  the  husband’s  return  or 


§  25.2513-1  Gifts  by  husband  or  wife 
to  third  party  considered  as  made  one- 
half  by  each,  (a)  A  gift  made  by  one 
spouse  to  a  person  other  than  his  (or 
her)  spouse  may,  for  the  purpose  of  the 
gift  tax,  be  considered  as  made  one-half 
by  him  and  one-half  by  his  spouse,  but 
only  if  at  the  time  of  the  gift  each  spouse 
was  a  citizen  or  resident  of  the  United 
States.  For  purposes  of  this  section,  an 
individual  is  to  be  considered  as  the 
spouse  of  another  individual  only  if  he 
was  married  to  such  individual  at  the 


the  wife’s  return,  all  gifts  made  by  the 
spouses  to  third  parties  (except  as  de¬ 
scribed  in  subparagraphs  (1)  through 
(4)),  during  the  calendar  year  will  be 
treated  as  having  been  made  one-half 
by  each  spouse. 

(c)  If  a  husband  and  wife  consent  to 
have  the  gifts  made  to  third  party  donees 
considered  as  made  one-half  by  each 
spouse,  and  only  one  spouse  makes  gifts 
during  the  year,  the  other  spouse  is  not 
required  to  file  a  gift  tax  return  provided : 
(1)  The  total  value  of  the  gifts  made  to 


time  of  the  gift  and  does  not  remarry  each  third  party  donee  is  not  in  excess 


$2,000  during  the  year  to  third  parties 
which  represented  gifts  of  future  inter¬ 
ests  in  property  (see  §  25.2503-3),  and 
his  wife  made  no  gifts  during  such  calen¬ 
dar  year.  Each  spouse  is  required  to  filfi. 
a  return.  ^  * 


§  25.2513-^  -  MSnner  and  time  of  sig- 
nifyiiig  consent,  (a)  Consent  to  the  ap¬ 
plication  of  the  provisions  of  section  2513 
with  respect  to  a  calendar  year  shall,  in 
order  to  be  effective,  be  signified  by  both 
spouses.  If  both  spouses  file  gift  tax  re¬ 
turns  within  the  time  for  signifying  con¬ 
sent  it  is  sufficient  if  the  consent  of  both 
spouses  is  signified  on  one  of  the  returns, 
or  if  the  consent  of  the  husband  is  sig¬ 
nified  on  the  wife’s  return,  and  the  con¬ 
sent  of  the  wife  is  signified  on  the  hus¬ 
band’s  return.  If  only  one  spouse  files 
a  gift  tax  return  within  the  time  provided 
for  signifying  consent,  the  consent  of 
both  spouses  shall  be  signified  on  that 
return.  However,  wherever  possible,  the 
notice  of  the  consent  is  to  be  shown  on 
both  returns.  The  consent  may  be  re¬ 
voked  only  as  provided  in  §  25.2513-3.  If 
one  spouse  files  more  than  one  gift  tax 
return  for  a  calendar  year  on  or  before 
the  15th  day  of  April  following  the  close 
of  the  calendar  year,  the  last  return  so 
filed  will,  for  the  purpose  of  determining 
whether  a  consent  has  been  signified,  be 
considered  as  the  return. 

(b)  The  consent  may  be  signified  at 
any  time  following  the  close  of  the  cal¬ 
endar  year,  subject  to  the  following 
limitations: 

(1)  The  consent  may  not  be  signified 
after  the  15th  day  of  April  following  the 
close  of  the  calendar  year,  unless  before 
such  15th  day  no  return  has  been  filed 
for  the  year  by  either  spouse,  in  which 
case  the  consent  may  not  be  signified 
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after  a  return  for  the  year  Is  filed  by 
either  spouse ;  and 

(2)  The  consent  may  not  be  signified 
for  a  calendar  year  after  a  notice  of  defi¬ 
ciency  in  gift  tax  for  that  year  has  been 
sent  to  either  spouse  in  accordance  with 
the  provisions  of  section  6212. 

(c)  The  executor  or  administrator  of 
a  deceased  spouse,  or  the  guardian  or 
committee  of  a  legally  incompetent 
spouse,  as  the  case  may  be,  may  signify 
the  consent. 

(d)  If  the  donor  and  spouse  consent 
to  the  application  of  section  2513,  the 
return  or  returns  for  the  calendar  year 
must  set  forth,  to  the  extent  provided 
thereon,  information  relative  to  the 
transfers  made  by  each  spouse. 

§  25.2513-3  Revocation  of  consent. 
If  the  consent  to  the  application  of  the 
provisions  of  section  2513  for  a  calendar 
year  was  effectively  signified  on  or  be¬ 
fore  the  15th  day  of  April  following  the 
close  of  the  calendar  year,  either  spouse 
may  revoke  the  consent  by  filing  In  du¬ 
plicate  with  the  district  director  of  in¬ 
ternal  revenue  a  signed  statement  of 
revocation,  but  only  if  the  statement  is 
filed  on  or  before  such  15th  day  of  April. 
Therefore,  a  consent  which  was  not  ef¬ 
fectively  signified  until  after  the  15th 
day  of  April  following  the  close  of  the 
calendar  year  to  which  it  applies  may 
not  be  revoked.  " 

§  25.2513-4  Joint  and  several  liability^ 
for  tax.  If  consent  to  the  application  oT 
the  provisions  of  seo'iori  ^513  is  signified 
^s.proyi^u  in  §  25.2513-2,  and  not  re¬ 
voked  as  provided  in  §  25.2513-3,  the 
liability  with  respect  to  the  entire  gift 
tax  of  each  spouse  for  such  calendar  year 
is  joint  and  several.  See  §  25.2511-1  (c) . 

§  25.2514  Statutory  provisions;  powers 
of  appointment. 

Sec.  2514.  Powers  of  appointment — (a). 
Powers  created  on  or  before  October  21,  1942.' 
An  exercise  of  a  general  power  of  appoint¬ 
ment  created  on  or  before  October  21,  1942, 
shall  be  deemed  a  transfer  of  property  by  the 
individual  possessing  such  power;  but  the 
failure  to  exercise  such  a  power  or  the  com¬ 
plete  release  of  such  a  power  shall  not  be 
deemed  an  exercise  thereof.  If  a  general 
power  of  appointment  created  on  or  before 
October  21,  1942,  has  been  partially  released 
so  that  it  is  no  longer  a  general  power  of 
appointment,  the  subsequent  exercise  of  such 
power  shall  not  be  deemed  to  be  the  exercise 
of  a  general  power  of  appointment  if — 

(1)  Such  partial  release  occurred  before 
November  1, 1951,  or 

(2)  The  donee  of  such  power  was  under  a 
legal  disability  to  release  such  power  on 
October  21,  1942,  and  such  partial  release 
occurred  not  later  than  six  months  after  the 
termination  of  such  legal  disability. 

(b)  Powers  created  after  October  21,  1942. 
The  exercise  or  release’  of  a  general  power  of 
appointment  created  after  October  21,  1942, 
shall  be  deemed  a  transfer  of  property  by  the 
Individual  possessing  such  power.  A  dis¬ 
claimer  or  renunciation  of  such  a  power  of 
appointment  shall  not  be  deemed  a  release 
of  such  power. 

(c)  Definition  of  general  power  of  appoint¬ 
ment.  For  purposes  of  this  section,  the  term 
“general  power  of  appointment”  means  a 
power  which  is  exercisable  in 'favor  of  the 
individual  possessing  the  power  (hereafter 
in  this  subsection  referred  to  as  the  “posses¬ 
sor”),  his  estate,  his  creditors,  or  the  credi¬ 
tors  of  his  estate;  except  that— 
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(1)  A  power  to  consume.  Invade,  or  appro¬ 
priate  property  for  the  benefit  of  the  posses¬ 
sor  which  is  limited  by  an  ascertainable 
standard  relating  to  the  health,  education, 
support,  or  maintenance  of  the  possessor 
shall  not  be  deemed  a  general  power  of  ap¬ 
pointment. 

(2)  A  power  of  appointment  created  on  or 
before  October  21,  1942,  which  is  exercisable 
by  the  possessor  only  in  conjunction  with 
another  person  shall  not  be  deemed  a  general 
power  of  appointment. 

(3)  In  the  case  of  a  power  of  appointment 
created  after  October  21,  1942,  which  is  exer¬ 
cisable  by  the  possessor  only  in  conjunction 
with  another  person — 

(A)  If  the  power  is  not  exercisable  by  the 
possessor  except  in  conjunction  with  the 
creator  of  the  power — such  power  shall  not 
be  deemed  a  general  power  of  appointment; 

(B)  If  the  power  is  not  exercisable  by  the 
possessor  except  in  conjunction  with  a  person 
having  a  substantial  Interest,  in  the  property 
subject  to  the  power,  which  is  adverse  to 
exercise  of  the  power  in  favor  of  the  pos¬ 
sessor — such  power  shall  not  be  deemed  a 
general  power  of  appointment.  For  the  pur¬ 
poses  of  this  subparagraph  a  person  who, 

’  after  the  death  of  the  possessor,  may  be 
possessed  of  a  power  of  appointment  (with 
respect  to  the  property  subject  to  the  pos¬ 
sessor’s  power)  which  he  may  exercise  in  his 
own  favor  shall  be  deemed  as  having  an 
Interest  in  the  property  and  such  interest 
shall  be  deemed  adverse  to  such  exercise  of 
the  possessor’s  power; 

(C)  If  (after  the  application  of  subpara¬ 
graphs  (A)  and  (B) )  the  power  is  a  general 
power  of  appointment  qnd-ia  5:fercisable  in 
favor  of  suclj.  other  ^rSon — such  power  shall 

_bfi.deer^:Cd  a  general  power  of  appointment 
only  in  respect  of  a  fractional  part  of  the 
property  subject  to  such  power,  such  part  to 
be  determined  by  dividing  the  value  of  such 
property  by  the  number  of  such  persons 
(including  the  possessor)  in  favor  of  whom 
such  power  is  exercisable. 

For  purposes  of  subparagraphs  (B)  and  (C), 
a  power  shall  be  deemed  to  be  exercisable  in 
favor  of  a  person  if  it  is  exercisable  in  favor 
of  such  person,  his  estate,  his  creditors,  or 
the  creditors  of  his  estate. 

(d)  Creation  of  another  power  in  certain 
cases.  If  a  power  of  appointment  created 
after  October  21,  1942,  is 'exercised  by  creat¬ 
ing  another  power  of  appointment  which, 
under  the  applicable  local  law,  can  be  validly 
exercised  so  as  to  postpone  the  vesting  of  any 
estate  or  Interest  in  the  property  which  was 
subject  to  the  first  power,  or  supend  the  ab¬ 
solute  ownership  or  power  of  alienation  "of 
such  property,  for  a  period  ascertainable 
without  regard  to  the  date  of  the  creation  of 
the  first  power,  such  exercise  of  the  first 
power  shall,  to  the  extent  of  the  property 
subject  to  the  second  power,  be  deemed  a 
transfer  of  property  by  the  individual  pos¬ 
sessing  such  power. 

(e)  Lapse  of  power.  The  lapse  of  a  power 
of  appointment  created  after  October  21, 
1942,  during  the  life  of  the  individual  pos¬ 
sessing  the  power  shall  be  considered  a  re¬ 
lease  of  such  power.  The  rule  of  the  preced¬ 
ing  sentence  shall  apply  with  respect  to  the 
lapse  of  powers  during  any  calendar  year  only 
to  the  extent  that  the  property  which  could 
have  been  appointed  by  exercise  of  such 
lapsed  powers  exceeds  In  value  the  greater  of 
the  following  amounts: 

(1)  $5,000,  or 

(2)  5  percent  of  the  aggregate  value  of  the 
assets  out  of  which,  or  the  proceeds  of  which, 
the  exercise  of  the  lapsed  powers  could  be 
satisfied. 

(f)  Date  of  creation  of  power.  For  pur¬ 
poses  of  this  section  a  power  of  appointment 
created  by  a  will  executed  on  or  before  Oc¬ 
tober  21,  1942,  shall  be  considered  a  power 
created  on  or  before  such  date  If  the  person 
executing  such  will  dies  before  July  1,  1949, 


without  having  republished  such  will,  by 
codicil  or  otherwise,  after  October  21,  1942. 

§  25.2514-1  Transfers  under  power  of 
appointment —  (a)  Introductory.  ( 1 ) 
Section  2514  treats  as  a  taxable  gift  the 
exercise  of  a  general  power  of  appoint¬ 
ment  created  on  or  before  October  21, 
1942.  That  section  also  treats  as  a  tax¬ 
able  gift  the  exercise  or  complete  release 
of  a  general  power  of  appointment 
created  after  October  21, 1942,  and  under 
certain  circumstances  the  exercise  of  a 
power  of  appointment  created  after  Oc¬ 
tober  21, 1942,  by  the  creation  of  another 
power  of  appointment.  See  §  25.2514-3 
(d) .  Under  certain  circumstances,  also, 
the  failure  to  exercise  a  power  of  ap¬ 
pointment  created  after  October  21, 1942, 
within  a  specified  time,  so  that  the  power 
lapses,  constitutes  a  taxable  gift.  Para¬ 
graphs  (b)  through  (e)  of  this  section 
contain  definitions  of  certain  terms  used 
in  §§  25.2514-2  and  25.2514-3.  See 
§  25.2514-2  for  specific  rules  applicable 
to  certain  powers  created  on  or  before 
October  21,  1942.  See  §  25.2514-3  for 
specific  rules  applicable  to  powers  created 
after  October  21,  1942. 

(b)  Definition  of  “power  of  appoint¬ 
ment” — (1)  In  general.  The  teriMf 
“power  of  appointment”  Includes  all* 
powsp^'Whicn  are  in  substance  and  effect 
powers  of  appointment  received  by  the 
donee  of  the  power  from  another  person, 
regardless  of  the  nomenclature  used  in 
creating  the  power  and  regardless  of  lo¬ 
cal  property  law  connotations.  For  ex¬ 
ample,  if  a  trust  instrument  provides 
that  the  beneficiary  may  appropriate  or 
consume  the  principal  of  the  trust,  the 
power  to  consume  or  appropriate  is  a 
power  of  appointment.  Similarly,  a 
power  given  to  a  donee  to  affect  the  ben¬ 
eficial  enjoyment  of  trust  property  or  its 
income  by  altering,  amending  or  revok¬ 
ing  the  trust  instrument  or  terminating 
the  trust  is  a  power  of  appointment.  A 
power  in  a  donee  to  remove  or  discharge 
a  trustee  and  appoint  himself,  may  be  a 
power  of  appointment.  For  example,  if 
under  the  terms  of  a  trust,  the  trustee 
or  his  successor  has  the  power  to  appoint 
\he  principal  of  the  trust  for  the  benefit 
of  individuals  including  himself,  and 
another  person  has  the  unrestricted 
power  to  remove  or  discharge  the  trustee 
at  any  time  and  appoint  any  other  per¬ 
son  or  class  which  could  include  himself, 
such  other  person  is  considered  as  having 
a  power  of  appointment.  However,  he 
would  not  be  considered  to  have  a  power 
of  appointment  if  he  only  had  the  power 
to  appoint  a  successor,  including  himself, 
under  limited  conditions  which  did  not 
exist  at  the  time  of  exercise,  release  or 
lapse  of  the  trustee’s  power,  without  an 
accompanying  unrestricted  power  of  re¬ 
moval.  Similarly,  a  power  to  amend  only 
the  administrative  provisions  of  a  trust 
instrument,  which  cannot  affect  the  ben¬ 
eficial  enjoyment  of  the  trust  property 
or  income,  is  not  a  power  of  appoint¬ 
ment.  The  mere  power  of  management, 
investment,  custody  of  assets,  or  the 
power  to  allocate  receipts  and  disburse¬ 
ments  as  between  income  and  principal, 
exercisable  in  a  fiduciary  capacity, 
whereby  the  holder  has  no  power  to  en¬ 
large  or  shift  any  of  the  beneficial  in- 
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terests  therein  except  as  an  Incidental 
consequence  of  the  discharge  of  such 
fiduciary  duties  is  not  a  power  of  ap¬ 
pointment.  Further,  the  right  in  a  ben¬ 
eficiary  of  a  trust  to  assent  to  a  periodic 
accounting,  thereby  relieving  the  trustee 
from  further  accountability,  is  not  a 
power  of  appointment  if  the  right  of  as¬ 
sent  does  not  consist  of  any  power  or 
right  to  enlarge  or  shift  the  beneficial 
Interest  of  any  beneficiary  therein. 

(2)  Relation  to  other  sections.  For 
purposes  of  §  §  25.2514-1  through 

25.2514- 3,  the  term  “power  of  appoint¬ 
ment”  does  not  include  powers  reserved 
by  a  donor  to  himself.  No  provision  of 
section  2514  or  of  §§  25.2514-1  through 

25.2514- 3  is  to  be  construed  as  in  any 

way  limiting  the  application  of  any  other 
section  of  the  Internal  Revenue  Code  of 
1954  or  of  these  regulations.  The  power 
of  the  owner  of  a  property  interest  al¬ 
ready  possessed  bj;  him  to  dispose  of  his 
interest  is  not  a  power  of  appointment, 
and  the  interest  is  includible  in  the 
amount  of  his  gifts  to  the  extent  it  would 
be  includible  under  section  2511  or  other 
provisions  of  the  Internal  Revenue  Code 
of  1954.  For  example,  if  a  trust  created 
iiy  iS  provides  for  payment  of  the  income 
*16  A  fo?  power  in  A  to  appoint 

the  entire  trust  property  during 

her  lifetime  to  a  class  consisting  of  ne»- 
children,  and  a  further  power  to  dispose 
of  the  entire  corpus  by  will  to  anyone, 
including  her  estate,  and  A  exercises  the 
inter  vivos  power  in  favor  of  her  children, 
she  has  necessarily  made  a  transfer  of 
her  income  interest  which  constitutes  a 
taxable  gift  under  section  2511  (a) .  with¬ 
out  regard  to  section  2514.  This  trans¬ 
fer  also  results  in  a  relinquishment  of 
her  general  power  to  appoint  by  will, 
which  constitutes  a  transfer  under  sec¬ 
tion  2514  if  the  power  was  created  after 
October  21, 1942. 

(3)  Powers  over  a  portion  of  property. 
If  a  power  of  appointment  exists  as  to 
part  of  an  entire  group  of  assets  or  only 
over  a  limited  interest  in  property,  sec¬ 
tion  2514  applies  only  to  such  part  or 
interest. 

(c)  Definition  of  ‘’general  power  of 
appointment"— il)  In  general.  The 
term  “generarpower  of  appointment”  as 
defined  in  section  2514  (c)  means  any 
power  of  appointment  exercisable  in 
favor  of  the  person  possessing  the  power 
(referred  to  as  the  “possessor”),  his 
estate,  his  creditors,  or  the  creditors  of 
his  estate,  except  (i)  joint  powers,  to  the 
extent  provided  in  §§  25.2514-2  and 

25.2514-3  and  (ii)  certain  powers  lim¬ 
ited  by  an  ascertainable  standard,  to  the 
extent  provided  in  subparagraph  (2)  of 
this  paragraph.  A  power  of  appoint¬ 
ment  exercisable  to*  meet  the  estate  tax, 
or  any  other  taxes,  debts,  or  charges 
which  are  enforceable  against  the  pos¬ 
sessor  or  his  estate,  is  included  within 
the  meaning  of  a  power  of  appointment 
exercisable  in  favor  of  the  possessor,  his 
estate  or  his  creditors  or  the  creditors 
of  his  estate.  A  power  of  appointment 
exercisable  for  the  purpose  of  discharg¬ 
ing  a  legal  obligation  of  the  possessor  or 
for  his  pecuniary  benefit  is  considered  a 
power  of  appointment  exercisable  in 
favor  of  the  possessor  or  his  creditors. 
However,  for  purposes  of  §§  25.2514-1 


through  25.2514-3,  a  power  of  appoint¬ 
ment  not  otherwise  considered  to  be  a 
general  power  of  appointment  is  not 
treated  as  a  general  power  of  appoint¬ 
ment  merely  by  reason  of  the  fact  that 
an  appointee  may,  in  fact,  be  a  creditor 
of  the  possessor  or  his  estate.  A  power 
of  appointment  is  not  a  general  power  if 
by  its  terms  it  is  either — 

(a)  Exercisable  only  in  favor  of  one 
or  more  designated  persons  or  classes 
other  than  the  possessor  or  his  creditors' 
(if  the  power  is  exercisable  during  life) , 
his  estate,  or  the  creditors  of  his  estate,  or 

(b)  Expressly  not  exercisable  in  favor 
of  the  possessor,  his  creditors,  his  estate, 
or  the  creditors  of  his  estate. 

A  beneficiary  may  have  two  powers  under 
the  same  instrument,  one  of  which  is  a 
general  power  of  appointment  and  the 
other  of  which  is  not.  For  example,  a 
beneficiary  may  have  a  general  power  to 
withdraw  a  limited  portion  of  trust 
corpus  during  his  life,  and  a  further 
power  exercisable  during  his  lifetime  to 
appoint  the  corpus  among  his  children. 
The  latter  power  is  not  a  general  power 
of  appointment  (but  its  exercise  may 
cause  a  release  of  the  former  power ;  see 
example  in  paragraph  (b)  (2)  of  this 
section) . 

(2)  Powers  limited  by  an  ascertainable 

^^dard.  A  power  to  consume,  invade, 
or  appropria^.?  il'come  or  corpus,  or  both, 
for  the  benefit  of  the  which  is 

limited  by  an  ascertainable  standaru 
lating  to  the  health,  education,  support, 
or  maintenance  of  the  possessor  is,  by 
reason  of  section  2514  (c)  (1) ,  not  a  gen¬ 
eral  power  of  appointment.  A  power  is 
limited  by  such  a  standard  if  the  extent 
of  the  possessor’s  duty  to  exercise  and 
not  to  exercise  the  power  is  reasonably 
measurable  in  terms  of  his  needs  for 
health,  education,  or  support  (or  -any 
combination  of  them) .  The  words  “sup¬ 
port”  and  “maintenance”  are  synony¬ 
mous.  While  their  meaning  is  not  lim¬ 
ited  to  the  bare  necessities  of  life,  and 
includes  other  reasonable  living  expenses, 
it  does  not  necessarily  extend  to  all  ex¬ 
penditures  that  might  be  considered  cus¬ 
tomary  in  the  possessor’s  position  in  life. 
A  power  to  use  property  for  the  comfort, 
welfare,  or  happiness  of  the  holder  of  the 
power  is  not  limited  by  the  requisite 
standard.  Examples  of  powers  which 
are  limited  by  the  requisite  standard  are 
powers  exercisable  for  the  holder’s  “sup¬ 
port,”  “support  in  reasonable  comfort,” 
“reasonable  comfort  and  support,” 
“maintenance  in  health  and  reasonable 
comfort,”  “education,  including  college 
and  professional  education,”  “health,” 
and  “medical,  dental,  hospital  and  nurs¬ 
ing  expenses  and  expenses  of  invalidism.” 
In  determining  whether  a  power  is  lim¬ 
ited  by  an  ascertainable  standard,  it  is 
immaterial  whether  the  beneficiary  is 
required  to  exhaust  his  other  income  be¬ 
fore  a  power  can  be  exercised.  The  fact 
that  the  governing  instrument  gives  the 
holder  of  a  power  discretion  to  determine 
amoimts  to  be  distributed  under  the 
power  is  not  in  itself  an  indication  that 
the  power  is  not  limited  by  the  requisite 
standard. 

(3)  Certain  powers  under  wills  of  de¬ 
cedents  dying  between  January  1  and 
April  2, 1948.  Section  210  of  the  Techni¬ 


cal  Changes  Act  of  1953  provides  that  if 
a  decedent  died  after  December  31,  1947, 
but  before  April  3, 1948,  certain  property 
interests  described  therein  may,  if  the 
decedent’s  surviving  spouse  so  elects,  be 
accorded  special  treatment  in  the  deter¬ 
mination  of  the  marital  deduction  to  be 
allowed  the  decedent’s  estate  under  the 
provisions  of  section  812  (e)  of  the  In¬ 
ternal  Revenue  Code  of  1939.  See 
§  81.47a  (h)  of  Regulations  105  (26  CFR 
(1939)  81.47a  (h)).  The  section  fur¬ 
ther  provides  that  property  affected  by 
the  election  shall  be  considered  property 
with  respect  to  which  the  surviving 
spouse  has  a  general  power  of  appoint¬ 
ment.  Therefore,  notwithstanding  any 
other  provision  of  law  or  of  |§  25.2514-1 
through  25.2514-3,  if  the  surviving  spouse 
has  made  an  election  under  section  210 
of  the  Technical  Changes  Act  of  1953, 
the  property  which  was  the  subject  of 
the  election  shall  be  considered  as  prop¬ 
erty  with  respect  to  which  she  has  a  gen¬ 
eral  power  of  appointment  created  after 
October  21,  1942,  exercisable  by  deed  or 
will,  to  the  extent  it  was  treated  as  an 
interest  passing  to  the  surviving  spouse 
and  not  passing  to  any  other  person  for 
the  purpose  of  the  marital  deduction  in 
the  prior  decedent’s  estate. 

(d)  Definition  of  "exercise."  Whether 
a  power  of  appointment  is  in  fact  ex¬ 
ercised  may  depend  on  local  law.  How¬ 
ever,  regardless  of  local  law,  a  power  of 
appointment  is  considered  as  exercised 

purposes  of  section  2514  even  though 
the*exercise  is  in  !?:Vor  of  the  taker  in 
default  of  appointment,  an(i  x^r^^p^^tive, 
of  whether  the  appointed  interest  aha- 
the  interest  in  default  of  appointment 
are  identical,  or  whether  the  appointee 
renounces  any  right  to  take  under  the 
appointment.  A  power  of  appointment 
is  also  considered  as  exercised  even 
though  the  exercise  cannot  take  effect 
Until  the  occurrence  of  an  event  after 
the  exercise  takes  place,  if  the  exercise 
is  irrevocable  and,  as  of  the  time  of  the 
exercise,  the  condition  was  not  impos¬ 
sible  of  occurrence.  For  example,  if 
property  is  left  in  trust  to  A  for  life,  with 
a  power  in  A  to  appoint  the  remainder 
by  an  instrument  filed  with  the  trustee 
during  his  life,  and  A  exercises  his  power 
by  appointing  the  remainder  to  B  in  the 
event  that  B  survives  A,  A  is  considered 
to  have  exercised  his  power  if  the  exer¬ 
cise  was  irrevocable. 

(e)  Definition  of  power  created  on  or 
before  October  21,  1942.  A  power  of  ap¬ 
pointment  created  by  will  is  in  general 
considered  as  created  on  the  date  of  the 
testator’s  death.  However,  section  2514 

(f )  provides  that  a  power  of  appointment 
created  by  a  will  executed  on  or  before 
October  21,  1942,  is  considered  a  power 
created  on  or  before  that  date  if  the 
testator  dies  before  July  1,  1949,  without 
having  republished  the  will,  by  codicil  or 
otherwise,  after  October  21,  1942.  A 
power  of  appointment  created  by  an  inter 
vivos  instrument  executed  on  or  before 
October  21, 1942,  is  considered  as  created 
after  that  date  if  on  that  date  the  instru¬ 
ment  was  revocable,  or  was  amendable  in 
a  manner  which  could  substantially  af¬ 
fect  the  terms  of  the  power  or  the  identi¬ 
ty  of  its  holders,  other  than  by  or  with  the 
consent  of  the  possessor  of  the  power. 
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However,  a  power  is  not  considered  as 
created  after  October  21, 1942,  merely  be¬ 
cause  the  power  is  not  exercisable  or  the 
identity  of  its  holders  is  not  ascertained 
until  after  that  date.  On  the  other  hand, 
if  the  power  is  acquired  by  the  possessor 
by  reason  of  the  failure  of  some  other 
person  to  exercise  a  power  of  appoint¬ 
ment  in  such  other  person,  or  upon  the 
happening  of  some  event,  contingency, 
or  condition  within  v  the  unrestricted 
control  of  some  other  person,  includ¬ 
ing  the  settlor  of  a  trust  or  the  trustee, 
the  power  is  not  deemed  to  be  created 
until  the  event,  condition  or  contingency 
takes  place  or  becomes  fixed.  However, 
where  an  irrevocably  fixed  power  of  ap¬ 
pointment  is  acquired  only  by  reason  of 
the  exercise  of  a  right  in  the  trustee,  or 
his  successor  (other  than  the  settlor) ,  to 
appoint  a  successor  or  additional  trustee 
(not  consisting  of  a  right  to  establish 
a  power  of  appointment  or  to  change  the 
extent  or  quality  of  a  previously  existing 
power)  the  power  will  be  deemed  to  be 
created  when  the  power  is  fixed. 

§  25.2514-2  Powers  of  appointment 
created  on  or  before  October  21,  1942 — 

(a)  In  general.  The  ejiercise  of  a  gen¬ 
eral  power  of  appointment  created  on  or 
before  October  21,  1942,  is  deemed  to  be 
a  transfer  of  property  by  the  individual 
possessing  the  power. 

(b)  Joint  powers  created  on  or  before 
October  21,  1942.  Section  2514  (c)  (2) 
provides  that  a  power  created  on  or  be¬ 
fore  October  21,  1942,  which  at  the  time 
of  the  exercise  is  not  exercisable  by  the 
possessor  except  in  conjunction  with  an¬ 
other  person,  is  not  deemed  a  general 
power  of  appointment. 

(c)  Release  or  lapse.  A  failure  to  ex¬ 
ercise  a  general  power  of  appointment 
created  on  or  before  October  21,  1942, 
or  a  complete  release  of  such  a  power 
is  not  considered  to  be  an  exercise  of  a 
general  power  of  appointment.  The 
phrase  “a  complete  release”  means  a  re¬ 
lease  of  all  powers  over  all  or  a  portion 
of  the  property  subject  to  the  power,  as 
distinguished  from  the  reduction  of  a 
pow'er  to  a  lesser  power.  Thus,  if  the 
possessor  completely  relinquished  a 
power  over  one-half  of  the  property  sub¬ 
ject  to  the  power,  the  power  is  com¬ 
pletely  released  as  to  that  half.  How¬ 
ever,  if  at  or  before  the  time  the  power 
is  relinquished,  the  holder  of  the  power 
exercises  the  power  in  such  a  manner 
or  to  such  an  extent  that  the  relinquish¬ 
ment  results  in  the  reduction,  enlarge¬ 
ment,  or  shift  in  a  beneficial  interest  in 
property,  the  relinquishment  will  be  con¬ 
sidered  to  be  an  exercise  and  not  a  re¬ 
lease  of  the  pow'er.  For  example,  assume 
that  A  created  a  trust  in  1940  providing 
for  payment  of  the  income  to  B  for  life 
with  the  power  in  B  to  amend  the  trust, 
and  for  payment  of  the  remainder  to 
such  persons  as  B  shall  appoint  or,  upon 
default  of  appointment,  to  C.  If-  B 
amended  the  trust  in  1948  by  providing 
that  upon  his  death  the  remainder  was 
to  be  paid  to  C,  and  further  amended  the 
trust  in  1955  by  deleting  his  power  to 
amend  the  trust,  and  if  the  1948  amend¬ 
ment  remained  in  effect  the  relinquish¬ 
ment  will  be  considered  an  exercise  and 
not  a  release  of  a  general  power  of  ap¬ 
pointment.  On  the  other  hand,  if  the 


1948  amendment  became  Ineffective  be¬ 
fore  or  at  the  time  of  the  1955  amend¬ 
ment,  or  if  B  in  1948  merely  amended 
the  trust  by  changing  the  purely  min¬ 
isterial  powers  of  the  trustee,  his  relin¬ 
quishment  of  the  power  in  1955  will  be 
considered  as  a  release  of  a  power  of 
appointment. 

(d)  Partial  release.  If  a  general  power 
of  appointment  created  on  or  before 
October  21,  1942,  is  partially  released  so 
that  it  is  not  thereafter  a  general  power 
of  appointment,  a  subsequent  exercise  of 
the  partially  released  power  is  not  an  ex¬ 
ercise  of  a  general  power  of  appointment 
if  the  partial  release  occurs  before 
whichever  is  the  later  of  the  following 
elites " 

(1)  November  1,  1951; 

(2)  If  the  possessor  was  under  a  legal 
disability  to  release  the  power  on  October 
21,  1942,  the  day  after  the  expiration  of 
6  months  following  the  termination  of 
such  legal  disability. 

Hov/ever,  if  a  general  power  created  on 
or  before  October  21,  1942,  is  partially 
released  on  or  after  the  later  of  those 
dates,  a  subsequent  exercise  of  the  power 
will  constitute  an  exercise  of  a  general 
power  of  appointment.  The  legal  disa¬ 
bility  referred  to  in  this  paragraph  is 
determined  under  local  law  and  may 
include  the  disability  of  an  insane  person, 
a  minor,  or  an  unborn  child.  The  fact 
that  the  type  of  general  power  of  ap¬ 
pointment  possessed  by  the  holder  actu¬ 
ally  was  not  generally  releasable  under 
the  local  law  does  not  place'the  holder 
under  a  legal  disability  within  the  mean¬ 
ing  of  this  paragraph.  In  general,  how¬ 
ever,  it  is  assumed  that  all  general  powers 
of  appointment  are  releasable,  unless  the 
local  law  on  the  subject  is  to  the  con¬ 
trary,  and  it  is  presumed  that  the 
'method  employed  to  release  the  power 
is  effective,  unless  it  is  not  in  accordance 
with  the  local  law  relating  specifically  to 
releases  or,  in  the  absence  of  such  local 
law,  is  not  in  accordance  with  the  local 
law  relating  to  similar  transactions. 

(e)  Partial  exercise.  If  a  general 
power  of  appointment  created  on  or  be¬ 
fore  October  21, 1942,  is  exercised  only  as 
to  a  portion  of  the  property  subject  to 
the  power,  the  exercise  is  considered  to 
be  a  transfer  only  as  to  the  value  of  that 
portion.  However,  if  the  exercise  of  a 
power  creates  or  changes  any  beneficial 
interest  in  a  portion  subject  to  the  power, 
the  power  is  considered  as  exercised  with 
respect  to  the  entire  portion.  For  ex¬ 
ample,  if  the  possessor  of  a  general  power 
of  appointment  under  a  trust  created  on 
or  before  October  21,  1942,  exercised  his 
power  to  the  extent  of  directing  the  in¬ 
come  from  the  trust  property  be  paid  to 
his  wife  for  her  life,  and  did  not  other¬ 
wise  exercise  his  power,  it  would  be  con¬ 
sidered  as  exercised  as  to  the  entire  trust 
property. 

§  25.2514-3  Powers  of  appointment 
created  after  October  21,  1942 — (a)  In 
general.  The  exercise,  release,  or  lapse 
(except  as  provided  in  paragraph  (c)  of 
this  section  below)  of  a  general  power  of 
appointment  created  after  October  21, 
1942,  is  deemed  to  be  a  transfer  of  prop¬ 
erty  by  the  individual  possessing  the 
power.  The  exercise  of  a  power  of  ap¬ 


pointment  that  is  not  a  general  power  is 
considered  to  be  a  transfer  if  it  is  exer¬ 
cised  to  create  a  further  power  under  cer¬ 
tain  circumstances  (see  paragraph  (d) 
of  this  section  below) .  See  §  20.2041-1 
(c)  above  for  the  definition  of  various 
terms  used  in  this  section.  See  para¬ 
graph  (b)  of  this  section  for  the  rules 
applicable  to  determine  the  extent  to 
which  joint  powers  created  after  October 
21,  1942,  are  to  be  treated  as  general 
powers  of  appointment. 

(b)  Joint  powers  created  after  October 
21,  1942.  The  treatment  of  a  power  of 
appointment  created  after  October  21, 
1942,  which  is  exercisable  only  in  con¬ 
junction  with  another  person  is  governed 
by  section  2514  (c)  (3),  which  provides 
as  follows: 

(1)  Such  a  power  is  not  considered  as 
a  general  power  of  appointment  if  it  is 
not  exercisable  by  the  possessor  except 
with  the  consent  or  joinder  of  the  creator 
of  the  power. 

(2)  A  power  is  not  considered  as  a 
general  power  of  appointment  if  it  is  not 
exercisable  by  the  possessor  except  with 
the  consent  or  joinder  of  a  person  having 
a  substantial  interest  in  the  property 
subject  to  the  power  which  is  adverse  to 
the  exercise  of  the  power  in  favor  of 
the  possessor,  his  estate,  his  creditors,  or 
the  creditors  of  his  estate.  An  interest 
adverse  to  the  exercise  of  a  power  is  con¬ 
sidered  as  substantial  unless  its  value  in 
relation  to  the  total  value  of  the  property 
subject  to  the  power  is  insignificant.  For 
this  purpose,  the  interest  is  to  be  valued 
in  accordance  with  the  actuarial  princi¬ 
ples  set  forth  in  §  25.2512-5  or  if  it  is  not 
susceptible  to  valuation  under  those  pro¬ 
visions,  in  accordance  with  the  general 
principles  set  forth  in  §  25.2512-1.  A 
taker  in  default  of  appointment  under  a 
power  has  an  interest  which  is  adverse 
to  an  exercise  of  the  power.  A  coholder 
of  the  power  has  no  adverse  interest 
merely  because  of  his  joint  possession  of 
the  power  nor  merely  because  he  is  a  per¬ 
missible  appointee  under  a  power.  How¬ 
ever,  a  coholder  of  a  power  is  considered 
as  having  an  adverse  interest  where  he 
may  possess  the  power  after  the  pos¬ 
sessor’s  death  and  may  exercise  it  at  that 
time  in  favor  of  himself,  his  estate,  his 
creditors,  or  the  creditors  of  his  estate. 
Thus,  for  example,  if  X,  Y,  and  Z  held  a 
power  jointly  to  appoint  among  a  group 
of  persons  which  includes  themselves  and 
on  the  death  of  X  the  power  will  pass  to 
Y  and  Z  jointly,  then  Y  and  Z  are  con¬ 
sidered  to  have  interests  adverse  to  the 
exercise  of  the  power  in  favor  of  X.  Sim¬ 
ilarly,  if  on  Y’s  death  the  power  will  pass 
to  Z,  Z  is  considered  to  have  an  interest 
adverse  to  the  exercise  of  the  power  in 
favor  of  Y.  The  application  of  this  sub- 
paragraph  may  be  further  illustrated  by 
the  following  additional  examples  (in 
each  of  which  it  is  assumed  that  the 
value  of  the  interest  in  question  is  sub¬ 
stantial)  : 

Example  (i) .  The  taxpayer  and  R  are  trus¬ 
tees  of  a  trust  under  which  the  income  is  to 
he  paid  to  the  taxpayer  for  life  and  then 
to  M  for  life,  and  R  Is  remainderman.  The 
trustees  have  power  to  distribute  corpus  to 
the  taxpayer.  Since  R’s  Interest  is  substan¬ 
tially  adverse  to  an  exercise  of  the  power  In 
favor  of  the  taxpayer,  the  latter  does  not 
have  a  general  power  of  appointment.  If  M 
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and  the  taxpayer  were  trustees,  M’s  Interest 
would  likewise  be  adverse.  i 

Example  (ii).  The  taxpayer  and  L  are 
trustees  of  a  trust  under  which  the  Income 
Is  to  be  paid  to  L  for  life  and  then  to  M  for 
life,  and  the  taxpayer  Is  remainderman.  The 
trustees  have  power  to  distribute  corpus  to 
the  taxpayer  during  L’s  life.  Since  L’s  In¬ 
terest  Is  adverse  to  an  exercise  of  the  power 
In  favor  of  the  taxpayer,  the  taxpayer  does 
not  have  a  general  power  of  appointment.  K 
the  taxpayer  and  M  were  trustees,  M’s  In¬ 
terest  would  likewise  be  adverse. 

Example  (Hi).  The  taxpayer  and  L  are 
trustees  of  a  trust  under  which  the  Income  Is 
to  be  paid  to  L.  The  trustees  can  designate 
whether  corpus  Is  to  be  distributed  to  the 
taxpayer  or  to  A  after  L’s  death.  L’s  Interest 
is  not  adverse  to  an  exercise  of  the  power  in 
favor  of  the  taxpayer,  and  the  taxpayer 
therefore  has  a  general  power  of  appoint¬ 
ment. 

(3)  A  power  which  is  exercisable  only 
in  conjunction  with  another  person,  and 
which  after  application  of  the  rules  set 
forth  in  subparagraphs  (1)  and  (2)  of 
this  paragraph,  constitutes  a  general 
power  of  appointment,  will  be  treated 
as  though  the  holders  of  the  power  who 
are  permissible  appointees  of  the  prop¬ 
erty  were  joint  owners  of  property  sub¬ 
ject  to  the  power.  The  possessor,  under 
this  rule,  will  be  treated  as  possessed  of 
a  general  power  of  appointment  over  an 
aliquot  share  of  the  property  to  be  de¬ 
termined  with  reference  to  the  number 
of  joint  holders,  including  the  possessor, 
who  (or  whose  estates  or  creditors)  are 
permissible  appointees.  Thus,  for  ex¬ 
ample,  if  X,  Y,  and  Z  hold  an  unlimited 
power  jointly  to  appoint  among  a  group 
of  persons,  including  themselves,  but  on 
the  death  of  X  the  power  does  not  pass 
to  Y  and  Z  jointly,  then  Y  and  Z  are  not 
considered  to  have  interests  adverse  to 
the  exercise  of  the  power  in  favor  of  X. 
In  this  case,  X  is  considered  to  possess 
a  general  power  of  appointment  as  to 
one-third  of  the  property  subject  to  the 
power. 

(c)  Partial  release  and  lapses  of  gen~ 
eral  powers  created  after  October  21, 
1942,  (1)  The  general  principles  set 
forth  in  §  25.2511-2  for  determining 
whether  a  donor  of  property  (or  prop¬ 
erty  right  or  interest)  has  divested  him¬ 
self  of  all  or  any  portion  of  his  interest 
therein  to  the  extent  necessary  to  effect 
a  completed  gift  are  applicable  in  deter¬ 
mining  whether  a  partial  release  of  a 
power  of  appointment  constitutes  a  tax¬ 
able  gift.  Thus,  if  a  general  power  of 
appointment  is  partially  released  so  that 
thereafter  the  donor  may  still  appoint 
among  a  limited  class  of  persons  not  in¬ 
cluding  himself  the  partial  release  does 
not  effect  a  complete  gift,  since  the  pos¬ 
sessor  of  the  power  has  retained  the  right 
to  designate  the  ultimate  beneficiaries 
of  the  property  over  which  he  holds  the 
power  and  since  it  is  only  the  termina¬ 
tion  of  such  control  which  completes  a 
gift. 

(2)  If  a  general  power  of  appointment 
created  after  October  21,  1942,  was  par¬ 
tially  released  prior  to  June  1,  1951,  so 
that  it  no  longer  represented  a  general 
power  of  appointment,  as  defined  by 
§  25.2514-1  (c),  the  subsequent  exercise, 
release,  or  lapse  of  the  partially  released 
power  at  any  time  thereafter  will  not 
constitute  the  exercise  or  release  of  a 


general  power  of  appointment.  For  ex¬ 
ample,  assume  that  A  created  a  trust  in 
1943  under  which  B  possessed  a  general 
power  of  appointment.  By  an  instru¬ 
ment  executed  in  1948  such  general 
power  of  appointment  was  reduced  in 
scope  by  B  to  an  excepted  power.  The 
inter  vivos  exercise  in  1955,  or  in  any 
calendar  year  thereafter,  of  such  ex¬ 
cepted  power  is  not  considered  an  exer¬ 
cise  or  release  of  a  general  power  of 
appointment  for  the  purposes  of  the  gift 
tax. 

(3)  If  a  general  power  of  appoint¬ 
ment  created  after  October  21,  1942,  was 
partially  released  after  May  31, 1951,  the 
subsequent  exercise,  release  or  a  lapse  of 
the  power  at  any  time  thereafter,  will 
constitute  the  exercise  or  release  of  a 
general  power  of  appointment  for  gift 
tax  purposes. 

(4)  A  release  of  a  power  of  appoint¬ 
ment  need  not  be  formal  or  express  in 
character.  For  example,  the  failure  to 
exercise  a  general  power  of  appointment 
created  after  October  21,  1942,  within  a 
specified  time  so  that  the  power  lapses, 
constitutes  a  release  of  the  power.  In 
any  case  where  the  possessor  of  a  general 
power  of  appointment  is  incapable  of 
validly  exercising  or  releasing  a  power, 
by  reason  of  minority,  or  otherwise,  and 
the  power  may  not  be  validly  exercised 
or  released  on  his  behalf,  the  failure  to 
exercise  or  release  the  power  is  not  a 
lapse  of  the  power.  If  a  trustee  has  in 
his  capacity  as  trustee  a  power  which  is 
considered  as  a  general  power  of  ap¬ 
pointment,  his  resignation  or  removal 
as  trustee  will  cause  a  lapse  of  his  power. 
However,  section  25i4  (e)  provides  that 
such  a  lapse  during  any  calendar  year  is 
considered  as  a  release  so  as  to  be  sub¬ 
ject  to  the  gift  tax  only  to  the  extent  that 
the  property  which  could  have  been  ap^ 
pointed  by  exercise  of  the  lapsed  power 
of  appointment  exceeds  the  greater  of 
$5,000,  or  5  percent  of  the  aggregate 
value  at  the  time  of  the  lapse  of  the  as¬ 
sets  out  of  which,  or  the  proceeds  of 
which,  the  exercise  of  the  lapsed  power 
could  be  satisfied.  For  example,  if  an  in¬ 
dividual  has  a  noncumulative  right  to 
withdraw  $10,000  a  year  from  the  prin¬ 
cipal  of  a  trust  fund,  the  failure  to  exer¬ 
cise  this  right  of  withdrawal  in  a 
particular  year  will  not  constitute  a  gift 
if  the  fund  at  the  end  of  the  year  equals 
or  exceeds  $200,000.  If,  however,  at  the 
end  of  the  particular  year  the  fund 
should  be  worth  only  $100,000,  the  fail¬ 
ure  to  exercise  the  power  will  be  con¬ 
sidered  a  gift  to  the  extent  of  $5,000,  the 
excess  of  $10,000  over  5  percent  of  a  fund 
of  $100,000.  Where  the  failure  to  exer¬ 
cise  the  power,  such  as  the  right  of  with¬ 
drawal.  occurs  in  more  than  a  single 
year,  the  value  of  the  taxable  transfer 
will  be  determined  separately  for  each 
year. 

(5)  A  disclaimer  or  renunciation  of  a 
general  power  of  appointment  is  not  con¬ 
sidered  to  be  a  release  of  the  power.  The 
disclaimer  or  renunciation  must  be  im- 
equivocal  and  effective  under  local  law. 
A  disclaimer  is  a  complete  and  imquali- 
fied  refusal  to  accept  the  rights  to  which 
one  is  entitled.  Such  rights  refer  to  the 

*  Incidents  of  the  power  and  not  to  other 
interests  of  the  possessor  of  the  power 


In  the  property.  If  effective  under  local 
law,  the  power  may  be  disclaimed  or  re¬ 
nounced  without  disclaiming  or  renounc¬ 
ing  such  other  interests.  There  can  be 
no  disclaimer  or  renunciation  of  a  power 
after  its  acceptance.  A  disclaimer  of  a 
power  over  only  a  portion  of  the  prop¬ 
erty  subject  to  the  power  is  not  a  com¬ 
plete  and  unqualified  refusal  to  accept 
the  rights  to  which  one  is  entitled.  In 
the  absence  of  facts  to  the  contrary,  the 
failure  to  renounce  or  disclaim  within  a 
reasonable  time  after  learning  of  its 
existence  will  be  presumed  to  constitute 
an  acceptance  of  the  power. 

(d)  Creation  of  another  power  in  cer¬ 
tain  cases.  Paragraph  (d)  of  section 
2514  provides  for  the  imposition  of  the 
gift  tax  on  the  value  of  property  (or 
property  right  or  interest)  with  respect 
to  which  a  power  of  appointment 
(whether  or  not  a  general  power)  cre¬ 
ated  after  October  21,  1942,  is  exercised 
by  creating  another  power  of  appoint¬ 
ment  which  under  the  terms  of  the  in¬ 
struments  creating  and  exercising  the 
first  power  and  under  applicable  local 
law,  can  be  validly  exercised  so  as  to  (1) 
postpone  the  vesting  of  any  estate  or  in¬ 
terest  in  the  property  for  a  period  as¬ 
certainable  without  regard  to  the  date 
of  the  creation  of  the  first  power,  or  (2) 
(if  the  applicable  rule  against  perpetui¬ 
ties  is  stated  in  terms  of  suspension  of 
ownership  or  of  the  power  of  alienation, 
rater  than  of  vesting)  suspend  the  abso¬ 
lute  ownership  or  the  power  of  alienation 
of  the  property  for  a  period  ascertain¬ 
able  without  regard  to  the  date  of  the 
creation  of  the  first  power.  For  the  pur¬ 
pose  of  this  section,  the  value  of  the 
property  subject  to  the  second  power  is 
considered  to  be  its  value  unreduced  by 
any  precedent  or  subsequent  interest 
which  is  not  subject  to  such  second 
power.  Thus,  if  a  donor  has  a  power  to 
appoint  $100,000  among  a  group  con¬ 
sisting  of  his  children  or  grandchildren 
and  during  his  lifetime  exercises  the 
power  by  making  an  outright  appoint¬ 
ment  of  $75,000  and  by  giving  one  ap¬ 
pointee  a  power  to  appoint  $25,000,  no 
more  than  $25,000  will  be  considered  a 
gift  under  this  section.  If,  however,  the 
donor  appoints  the  income  from  the  en¬ 
tire  fund  to  a  beneficiary  for  life  with 
power  in  the  beneficiary  to  appoint  the 
remainder,  the  entire  $100,000  will  be 
considered  a  gift  under  section  2514  (d) , 
if  the  exercise  of  the  second  power  can 
validly  postpone. the  vesting  of  any  es¬ 
tate  or  interest  in  such  property,  or  can 
suspend  the  absolute  ownership  or  power 
of  alienation  of  such  property  for  a 
period  ascertainable  without  regard  to 
the  date  of  the  creation  of  the  first 
power. 

(e)  Examples,  The  following  ex¬ 
amples  further  illustrate  the  application 
of  this  section.  They  also  illustrate  the 
d^erence  between  a  power  of  appoint- 
m'ent  and  a  right  of  disposition  which 
adds  nothing  to  the  rights  which  a  per¬ 
son  otherwise  has  of  disposing  of  his  in- 

!:  come  or  property.  In  .any  case  where  a 
}  person  has  a  beneficial  interest  in  In- 
‘  come  or  property  and  a  fiduciary  power 
r  to  dispose  of  the  income  or  property  to 
another  person  measurable  by  a  fixed  or 
readily  ascertainable  standard,  as  defined 
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in  §  25.2511-1  (f)  (2),  the  disposition  by 
the  former  of  the  income  or  property  does 
not  constitute  the  making  of  a  gift  to  the 
extent  that  the  disposition  is  pursuant  to 
the  exercise  of  such  power.  Further,  in 
each  instance  in  which  it  is  indicated 
that  the  donor  has  a  power  of  appoint¬ 
ment,  its  exercise,  release  or  lapse,  would 
not  constitute  a  taxable  gift  unless  it  is 
a  general  power  of  appointment,  and  for 
this  purpose  a  power,  limited  by  an  ascer¬ 
tainable  standard  relating  to  health,  etc., 
as  defined  in  §  25.2514-1  (c)  (2)  is  not  a 
general  power  of  appointment.  In  each 
of  the  following  examples  it  is  assumed, 
unless  otherwise  stated,  that  S  has  trans¬ 
ferred  property  in  trust  after  October  21, 
1942,  with  the  remainder  payable  to  R  at 
L’s  death,  and  that  neither  L  nor  R  has 
any  interest  in  or  power  over  the  enjoy¬ 
ment  of  the  trust  property  except  as  is 
indicated  separately  in  each  example: 

Example  (i).  The  income  is  payable  to 
L.  L  has  the  power  to  cause  the  income  to 
be  paid  to  R.  The  exercise  of  the  right 
constitutes  the  making  of  a  taxable  gift 
under  section  2511.  L’s  power  does  not  con¬ 
stitute  a  power  of  appointment  since  it  is 
only  a  power  to  dispose  of  his  income  inter¬ 
est,  a  right  otherwise  possessed  by  him. 

Example  (2).  The  Income  is  to  be  accu¬ 
mulated  during  L’s  life.  L  has  the  power  to 
have  the  income  distributed  to  himself.  L 
has  a  general  power  of  appointment  over 
the  income,  the  lapse  or  release  of  which 
during  his  life  may  constitute  a  taxable 
transfer.  For  example,  if  his  power  in  any" 
year  extends  only  to  the  Income  of  that 
year,  so  that  his  power  lapses  at  the  end  of 
the  year  as  to  that  year’s  income,  the  accu¬ 
mulation  for  the  year  will  constitute  a 
transfer  to  the  extent  that  the  year’s  accu¬ 
mulation  which  he  could  have  caused  to  be 
paid  to  himself  (in  excess  of  the  value  of  his 
power  to  receive  income  on  the  accumula¬ 
tion)  exceeds  the  greater  of  $5,000  or  5  per¬ 
cent  of  the  income  for  that  year. 

Example  (3).  Tlie  income  is  to  be  paid 
to  L.  L  has  the  right  to  have  the  income 
accumulated  and  added  to  corpus.  The 
result  is  the  same  as  in  example  (1)  (except 
that  no  gift  is  made  of  the  value  of  L’s  right 
to  receive  income  from  the  accumulations) 
at  the  time  L’s  power  over  the  accumulations 
ceases.  Thus,  if  L’s  power  in  any  year  ex¬ 
tends  only  to  that  year’s  income,  any  accu¬ 
mulation  of  the  income  of  any  one  year 
constitutes  a  taxable  transfer  (with  the  same 
exception)  at  the  end  of  the  year. 

Example  (4).  The  income  is  to  be  paid 
to  L.  L  has  a  power,  exercisable  at  any  time, 
to  cause  corpus  to  be  distributed  to  himself. 
L  has  a  general  power  of  appointment  over 
the  remainder  interest,  the  release  of  which 
constitutes  the  making  of  a  taxable  gift  to 
the  extent  of  the  value  of  the  remainder.  - 

Example  (5).  The  income  is  payable  to  L. 
L  has  the  power  to  cause  the  corpus  to  be 
distributed  to  R  at  any  time.  To  the  extent 
that  L’s  income  interest  is  affected,  the  result 
is  the  same  as  in  example  (1).  L’s  power 
over  the  value  of  the  remainder  interest  after 
his  death  does  not  constitute  a  general  power 
of  appointment  and  the  exercise  thereof  does 
not  constitute  the  making  of  a  taxable  gift. 

Example  (6).  The  Income  is  to  be  accu¬ 
mulated  and  added  to  corpus.  R  has  a  right 
to  appoint  the  income  to  L.  R  has  a  power 
to  dispose  of  his  remainder  interest  in  the 
income,  the  exercise  of  which  constitutes  the 
making  of  a  taxable  gift  under  section  2511 
of  the  value,  if  any,  of  the  interest.  See 
§  25.2511-1  (e). 

Example  (7).  The  Income  is  payable  to  L. 
R  has  the  right  to  cause  the  corpus  to  be  dis¬ 
tributed  to  L  at  any  time.  R’s  power  is  not 
a  power  of  appointment,  but  merely  a  right 
to  dispose  of  his  remainder  interest,  a  right 


already  possessed  by  him.  In  such  a  case, 
the  exercise  of  the  right  constitutes  the  mak¬ 
ing  of  a  taxable  transfer  under  section  2511 
of  the  value,  if  any,  of  his  remainder  inter¬ 
est.  See  §  25.2511-1  (e). 

Example  (8).  The  Income  is  to  be  paid  to 
L.  R  has  the  right  to  appoint  the  corpus  to 
himself  at  any  time.  R’s  general  power  ofi 
appointment  over  the  corpus  includes  a  gen¬ 
eral  power  to  dispose  of  L’s  income  Interest 
therein.  The  lapse  or  release  of  R’s  general 
power  over  the  income  Interest  during  his 
life  may  constitute  a  taxable  transfer.  For 
example,  if  the  income  in  any  year  is  paid  to 
L,  R’s  power  lapses  at  the  end  of  the  year  as 
to  that  year’s  income,  and  the  amounts  paid 
to  L  during  the  year  will  constitute  a  trans¬ 
fer  to  the  extent  they  exceed  the  greater  of 
$5,000  or  5  percent  of  the  income  for  that 
year.  R’s  right  to  take  the  remainder  interest 
is  not  a  power  of  appointment,  but  merely  a 
power  to  accelerate  the  receipt  of  his  own 
property.  The  result  is  therefore  the  same 
as  if  R  had  only  a  power  during  L’s  lifetime 
to  appoint  the  income  to  himself  for  the  du¬ 
ration  of  L’s  life. 

Example  (9) .  S  transfers  property  in  trust. 
So  much  of  each  year’s  income  as  is  needed 
to  support,  educate,  and  maintain  R  shall  be 
applied  for  his  benefit;  the  balance  of  the 
yearly  income  is  to  be  paid  to  L.  L  transfers 
his  rights  in  the  income  to  R.  L’s  disposition 
of  his  income  interest  to  R  is  a  gift  to  R  to 
the  extent  the  value  of  L’s  interest  in  the 
income  exceeds  the  value  of  R’s  right  to  sup¬ 
port,  education,  and  maintenance. 

§  25.2515  Statutory  provisions;  tenan- 
cies  by  the  entirety. 

Sec.  2515.  Tenancies  hy  the  entirety — (a) 
Creation.  The  creation  of  a  tenancy  by  the 
entirety  in  real  property,  either  by  one  spouse 
alone  or  by  both  spouses,  and  additions  to 
the  value  thereof  in  the  form  of  improve¬ 
ments,  reductions  in  the  indebtedness 
thereon,  or  otherwise,  shall  not  be  deemed 
transfers  of  property  for  purposes  of  this 
chapter,  regardless  of  the  proportion  of  the 
consideration  furnished  by  each  spouse,  un¬ 
less  the  donor  elects  to  have  such  creation 
of  a  tenancy  by  the  entirety  treated  as  a 
transfer,  as  provided  in  subsection  (c). 

(b)  Termination.  In  the  case  of  the  ter¬ 
mination  of  a  tenancy  by  the  entirety,  other 
than  by  reason  of  the  death  of  a  spouse,  the 
creation  of  which,  or  additions  to  which, 
were  not  deemed  to  be  transfers  by  reason 
of  subsection  (a),  a  spouse  shall  be  deemed 
to  have  made  a  gift  to  the  extent  that  the 
proportion  of  the  total  consideration  fur¬ 
nished  by  such  spouse  multiplied  by  the  pro¬ 
ceeds  of  such  termination  (whether  in  form 
of  cash,  property,  or  interests  in  property) 
exceeds  the  value  of  such  proceeds  of  ter¬ 
mination  received  by  such  spouse. 

(c)  Exercise  of  election.  The  election  pro¬ 
vided  by  subsection  (a)  shall  be  exercised  by 
including  such  creation  of  a  tenancy  by  the 
entirety  or  additions  made  to  the  value 
thereof  as  a  transfer  by  gift,  to  the  extent 
such  transfer  constitutes  a  gift,  determined 
without  regard  to  this  section,  in  the  gift  tax 
return  of  the  donor  for  the  calendar  year 
in  which  such  tenancy  by  the  entirety  was 
created  or  additions  made  to  the  value 
thereof,  filed  within  the  time  prescribed  by 
law,  irrespective  of  whether  or  not  the  gift 
exceeds  the  exclusion  provided  by  section 
2503  (b). 

(d)  Certain  joint  tenancies  included.  For 
purposes  of  this  section,  the  term  “tenancy 
by  the  entirety”  Includes  a  joint  tenancy  be¬ 
tween  husband  and  wife  with  right  of 
survivorship. 

§  25.2515-1  Tenancies  by  the  entirety; 
in  general — (a)  Nature  of.  •  An  estate  by 
the  entirety  in  real  property  is  es¬ 
sentially  a  joint  tenancy  between  hus¬ 
band  and  wife  with  the  right  of  survivor¬ 
ship.  As  used  in  this  section  and 


§§  25.2515-2  to  25.2515-4,  Inclusive,  the 
term  “tenancy  by  the  entirety”  includes  a 
joint  tenancy  between  husband  and  wife 
in  real  property  with  right  of  survivor¬ 
ship,  or  a  tenancy  which  accords  to  the 
spouses  rights  equivalent  thereto  regard¬ 
less  of  the  term  by  which  such  a  tenancy 
is  described  in  local  property  law. 

(b)  Gift  upon  creation  of  tenancy  by 
the  entirety;  in  general.  During  calendar 
years  prior  to  1955  the  contribution  made 
by  a  husband  or  wife  in  the  creation  of 
a  tenancy  by  the  entirety  constituted  a 
gift  to  the  extent  that  the  consideration 
furnished  by  either  spouse  exceeded  the 
value  of  the  rights  retained  by  that 
spouse.  The  contribution  made  by  either 
or  both  spouses  in  the  creation  of  such 
a  tenancy  during  the  calendar  year  1955, 
or  any  calendar  year  thereafter,  is  not 
deemed  a  gift  by  either  spouse,  regard¬ 
less  of  the  proportion  of  the  total  con¬ 
sideration  furnished  by  either  spouse, 
unless  the  donor  spouse  elects  under 
section  2515  (c)  to  treat  such  event  as 
a  gift  in  the  calendar  year  in  which  the 
transaction  is  effected.  See  §  25.2515-2. 
The  creation  of  a  tenancy  by  the  entirety 
takes  place  if  either  a  husband  or  his 
wife  purchases  property  and  causes  the 
title  thereto  to  be  conveyed  to  themselves 
as  tenants  by  the  entirety,  or  both  join 
in  such  a  purchase,  or  if  either  or  both 
cause  to  be  created  such  a  tenancy  in 
property  already  owned  by  either  or  both 
of  them.  The  rule  prescribed  herein  with 
respect  to  the  creation  of  a  tenancy  by 
the  entirety  applies  also  to  contributions 
made  in  the  making  of  additions  to  the 
value  of  such  a  tenancy  (in  the  form  of 
improvements,  reductions  in  the  indebt¬ 
edness,  or  otherwise),  regardless  of  the 
proportion  of  the  consideration  furnished 
by  each  spouse.  See  §  25.2516-1  for 
transfers  made  pursuant  to  a  property 
settlement  agreement  incident  to  divorce. 

(c)  Consideration — (1)  In  general,  (i) 
The  consideration  furnished  by  a  per¬ 
son  in  the  creation  of  a  tenancy  by  the 
entirety  or  the  making  of  additions  to 
the  value  thereof  is  the  amount  con¬ 
tributed  by  him  in  connection  therewith. 
The  contribution  may  be  made  by  either 
spouse  or  by  a  third  party.  It  may  be 
furnished  in  the  form  of  money,  other 
property,  or  an  interest  in  property.  If 
it  is  furnished  in  the  form  of  other  prop¬ 
erty  or  an  interest  in  property,  the 
amount  of  the  contribution  is  the  fair 
market  value  of  the  property  or  interest 
at  the  time  it  was  transferred  to  the  ten¬ 
ancy  or  was  exchanged  for  the  property 
which  became  the  subject  of  the  tenancy. 
For  example,  if  a  decedent  devised  real 
property  to  the  spouses  as  tenants  by 
the  entirety  and  the  fair  market  value  of 
the  property  was  $30,000  at  the  time  of 
the  decedent’s  death,  the  amount  of  the 
decedent’s  contribution  to  the  creation 
of  the  tenancy  was  $30,000.  As  another 
example,  assume  that  in  1950  the  hus¬ 
band  purchased  real  property  for  $25,000, 
taking  it  in  his  own  name  as  sole  owner, 
and  that  in  1956  when  the  property  had 
a  fair  market  value  of  $40,000  he  caused 
it  to  be  transferred  to  himself  and  his 
wife  as  tenants  by  the  entirety.  Here, 
the  amount  of  the  husband’s  contribu¬ 
tion  to  the  creation  of  the  tenancy  was 
$40,000  (the  fair  market  value  of  the 
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property  at  the  time  It  was  transferred  to ' 
the  tenancy) .  Similarly,  assume  that  in 
1950  the  husband  purchased,  as  sole 
owner,  corporate  shares  for  $25,000  and 
in  1956,  when  the  shares  had  a  fair  mar¬ 
ket  value  of  $35,000,  he  exchanged  them 
for  real  property  which  was  transferred 
to  the  husband  and  his  wife  as  tenants 
by  the  entirety.  The  amount  of  the  hus¬ 
band’s  contribution  to  the  creation  of  the 
tenancy  was  $35,000  (the  fair  market 
value  of  the  shares  at  the  time  he  ex¬ 
changed  them  for  the  real  property 
which  became  the  subject  of  the 
tenancy) . 

(ii)  Whether  consideration  derived 
from  third-party  sources  is  deemed  to 
have  been  furnished  by  a  third  party  or 
to  have  been  furnished  by  the  spouses 
will  depend  upon  the  terms  imder  which 
the  transfer  is  made.  If  a  decedent  de¬ 
vises  real  property  to  the  spouses  as 
tenants  by  the  entirety,  the  decedent, 
and  not  the  spouses,  is  the  person  who 
furnished  the  consideration  for  the 
creation  of  the  tenancy.  Likewise,  if  a 
decedent  in  his  will  directs  his  executor 
to  discharge  an  indebtedness  of  the 
tenancy,  the  decedent,  and  not  the 
spouses,  is  the  person  who  furnished  the 
consideration  for  the  addition  to  the 
value  of  the  tenancy.  However,  if  the 
decedent  bequeathed  a  general  legacy 
to  the  husband  and  the  wife  and  they 
used  the  legacy  to  discharge  an  indebted¬ 
ness  of  the  tenancy,  the  spouses,  and  not 
the  decedent,  are  the  persons  who  fur¬ 
nished  the  consideration  for  the  addition 
to  the  value  of  the  tenancy.  The  prin¬ 
ciples  set  forth  in  this  subdivision  with 
respect  to  transfers  by  decedents  apply 
equally  well  to  inter  vivos  transfers  by 
third  parties. 

(iii)  Where  a  tenancy  is  terminated 
In  part  (e.  g.,  where  a  portion  of  the 
property  subject  to  the  tenancy  is  sold  to 
a  third  party,  or  where  the  original  prop¬ 
erty  is  disposed  of  and  in  its  place  there 
is  substituted  other  property  of  lesser 
value  acquired  through  reinvestment  un¬ 
der  circumstances  which  satisfy  the  re¬ 
quirements  of  paragraph  (d)  (2)  (ii)) 
of  this  section  below,  the  proportionate 
contribution  of  each  person  to  the  re¬ 
maining  tenancy  is  in  general  the  same 
as  his  proportionate  contribution  to  the 
original  tenancy,  and  the  character  of 
his  contribution  remains  the  same. 
These  proportions  are  applied  to  the  cost 
of  the  remaining  or  substituted  prop¬ 
erty.  Thus,  if  the  total  contribution  to 
the  cost  of  the  property  was  $20,000  and 
a  fourth  of  the  property  were  sold,  the 
contribution  to  the  remaining  portion  of 
the  tenancy  is  normally  $15,000.  How¬ 
ever,  if  it  is  shown  that  at  the  time  of 
the  contribution  more  or  less  than  one- 
fourth  thereof  was  attributable  to  the 
portion  sold,  the  contribution  is  divided 
between  the  portion  sold  and  the  portion 
retained  in  the  proper  proportion.  If 
the  portion  sold  was  acquired  as  a  sepa¬ 
rate  tract,  it  is  treated  as  a  separate 
tenancy.  As  another  example  of  the  ap¬ 
plication  of  this  subdivision,  assume  that 
in  1950  X  (a  third  party)  gave  to  H  and 
W  (H’s  wife) ,  as  tenants  by  the  entirety, 
real  property  then  having  a  value  of 
$15,000.  In  1955,  H  spent  $5,000  thereon 
in  improvements  and  under  section  2515 


(c)  elected  to  treat  his  contribution  as  a 
gift.  In  1956,  W  spent  $10,000  in  im¬ 
proving  the  property  but  did  not  elect  to 
treat  her  contribution  as  a  gift.  Between 
1957  and  1960  the  property  appreciated 
in  value  by  $30,000.  In  1960,  the  prop¬ 
erty  was  sold  for  $60,000,  and  $45,000  of 
the  proceeds  of  the  sale  were,  under  cir¬ 
cumstances  that  satisfy  the  requirements 
of  paragraph  (d)  (2)  (ii),  reinvested  in 
other  real  property.  Since  X  contributed 
one-half  of  the  total  consideration  for 
the  original  property  and  the  additions 
to  its  value,  he  is  considered  as  having 
furnished  $22,500  (one-half  of  $45,000) 
toward  the  creation  of  the  remaining 
portion  of  the  tenancy  and  the  making 
of  additions  to  the  value  thereof.  Simi¬ 
larly,  H  is  considered  as  having  fur¬ 
nished  $7,500  (one-sixth  of  $45,000) 
which  was  treated  as  a  gift  in  the  year 
furnished,  and  W  is  considered  as  hav¬ 
ing  furnished  $15,000  (one-third  of 
$45,000)  which  was  not  treated  as  a  gift 
in  the  year  furnished. 

(2)  Proportion  of  consideration  attrib^ 
utable  to  appreciation.  Any  general  ap¬ 
preciation  (appreciation  due  to  fluctua¬ 
tions  in  market  value)  in  the  value  of 
the  property  occurring  between  two  suc¬ 
cessive  contribution  dates  which  can 
readily  be  measured  and  which  can  be 
determined  with  reasonable  certainty  to 
be  allocable  to  any  particular  contribu¬ 
tion  or  contributions  previously  fur¬ 
nished  is  to  be  treated,  for  the  purpose 
of  the  computations  in  §§  25.2515-3  and 
25.2515-4,  as  though  it  were  additional 
consideration  furnished  by  the  penson 
who  furnished  the  prior  consideration. 
For  the  purpose  of  the  preceding  sen¬ 
tence,  successive  contribution  dates  are 
the  two  consecutive  dates  on  which  any 
contributions  to  the  tenancy  are  made, 
not  necessarily  by  the  same  party.  Fur¬ 
ther,  appreciation  allocable  to  the  prior 
consideration  falls  in  the  same  class  as 
the  prior  consideration  to  which  it  re¬ 
lates.  The  application  of  this  subpara¬ 
graph  may  be  illustrated  by  the  follow¬ 
ing  examples : 

Example  (1).  In  1940,  H  purchased  real 
property  for  $15,000  which  he  caused  to  be 
transferred  to  himself  and  W  (his  wife)  as 
tenants  by  the  entirety.  In  1956  when  the 
fair  market  value  of  the  property  was  $30,000, 
W  made  $5,000  improvements  to  the  property. 
In  1957  the  property  was  sold  for  $35,000. 
The  general  appreciation  of  $15,000  which 
occurred  between  the  date  of  purchase  and 
the  date  of  W’s  improvements  to  the  property 
constitutes  an  additional  contribution  by  H, 
having  the  same  characteristics  as  his  origi¬ 
nal  contribution  of  $15,000. 

Example  (2).  In  1955  real  property  was 
purchased  by  H  and  W  and  conveyed  to  them 
as  tenants  by  the  entirety.  The  purchase 
price  of  the  property  was  $15,000  of  which  H 
contributed  $10,000  and  W,  $5,000.  In  1960 
when  the  fair  market  value  of  the  property 
is  $21,000,  W  makes  improvements  thereto  of 
$5,000.  The  property  then  is  sold  for  $26,000. 
The  appreciation  in  value  of  $6,000  results 
in  an  additional  contribution  of  $4,000 
( 10,000/15,000  X  $6,000)  by  H,  and  an  addi¬ 
tional  contribution  by  W  of  $2,000  (5,000/ 
15,000  X  $6,000).  H’s  total  contribution  to 
the  tenancy  is  $14,000  (10,000-^4,000)  and 
W’s  total  contribution  is  $12,000  (5,000-t- 

2,000-f^,000) . 

Example  (3).  In  1956  real  property  was 
purchased  by  H  and  W  and  conveyed  to  them 
as  tenants  by  the  entirety.  The  purchase 


price  of  the  property  was  $15,000,  on  which 
a  down  payment  of  $3,000  was  made.  The 
remaining  $12,000  was  to  be  paid  in  monthly 
installments  over  a  period  of  15  years.  H 
furnished  $2,000  of  the  down  payment  and 
W,  $1,000.  H  paid  all  the  monthly  install¬ 
ments.  During  the  period  1956  to  1971  the 
property  gradually  appreciates  in  values  to 
$24,000.^  Here,  the  appreciation  is  so  gradual 
and  the  contributions  so  numerous  that  the 
amount  allocable  to  any  particular  contribu¬ 
tion  cannot  be  ascertained  with  any  reason¬ 
able  certainty.  Accordingly,  in  such  a  case 
the  appreciation  in  value  may  be  disregarded 
in  determining  the  amount  of  consideration 
furnished  in  making  the  computations  pro¬ 
vided  for  in  §§  25.2515-3  and  25.2515-4. 

(d)  Gift  upon  termination  of  tenancy 
by  the  entirety — (1)  In  general.  Upon 
the  termination  of  the  tenancy,  whether 
created  before,  during,  or  subsequent  to 
the  calendar  year  1955,  a  gift  may  result, 
depending  upon  the  disposition  made  of 
the  proceeds  of  the  termination  (whether 
the  proceeds  be  in  the  form  of  cash,  prop¬ 
erty,  or  interests  in  property).  A  gift 
may  result  notwithstanding  the  fact  that 
the  contribution  of  either  spouse  to  the 
tenancy  was  treated  as  a  gift.  See 
§  25.2515-3  for  the  method  of  determin¬ 
ing  the  amount  of  any  gift  which  may 
result  from  the  tennination  of  the  ten¬ 
ancy  in  those  cases  in  which  no  portion 
of  the  consideration  contributed  was 
treated  as  a  gift  by  the  spouses  in  the 
year  in  which  furnished,  ^e  §  25.2515-4 
for  the  method  of  determining  the 
amount  of  any  gift  which  may  result 
from  the  termination  of  the  tenancy  in 
those  cases  in  which  all  or  a  portion  of 
the  consideration  contributed  was 
treated  as  constituting  a  gift  by  the 
spouses  in  the  year  in  which  furnished. 
See  §  25.2515-2  for  the  procedure  to  be 
followed  by  a  donor  who  elects  under  sec¬ 
tion  2515  (c)  to  treat  the  creation  of  a 
tenancy  by  the  entirety  (or  the  making 
of  additions  to  its  value)  as  a  transfer 
subject  to  the  gift  tax  in  the  year  in 
which  the  transfer  is  made,  and  for  the 
method  of  determining  the  amount  of 
the  g’ift. 

(2)  Termination — (i)  In  general.  Ex¬ 
cept  as  indicated  in  subdivision  (ii),  a 
termination  of  a  tenancy  is  effected  when 
all  or  a  portion  of  the  property  so  held 
by  the  spouses  is  sold,  exchanged,  or 
otherwise  disposed  of,  by  gift  or  in  any 
other  manner,  or  when  the  spouses 
through  any  form  of  conveyance  or 
agreement  become  tenants  in  common 
of  the  property  or  otherwise  alter  their 
respective  interests  in  the  property  for¬ 
merly  held  by  them  as  tenants  by  the  en¬ 
tirety. 

(ii)  Exchange  or  reinvestment.  A 
termination  is  not  considered  as  effected 
to  the  extent  that  the  property  subject  to 
the  tenancy  is  exchanged  for  other  real 
property,  the  title  to  which  is  held  by  the 
spouses  in  an  identical  tenancy.  For 
this  purpose,  a  tenancy  is  considered 
identical  if  the  proportionate  values  of 
the  spouses’  respective  rights  (other  than 
any  change  in  the  proportionate  values 
resulting  solely  from  the  passing  of  time) 
are  identical  to  those  held  in  the  prop¬ 
erty  which  was  sold.  In  addition  the 
sale,  exchange  (other  than  an  exchange 
described  above) ,  or  other  disposition  of 
property  held  as  tenants  by  the  entirety 
is  not  considered  as  a  termination  if  all 
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three  of  the  following  conditions  are 
satisfied: 

(o)  There  is  no  division  of  the  pro¬ 
ceeds  of  the  sale,  exchange  or  other  dis¬ 
position  of  the  property  held  as  tenants 
by  the  entirety; 

(b)  On  or  before  the  due  date  for  the 
filing  of  a  gift  tax  return  for  the  calendar 
year  in  which  the  property  held  as  ten¬ 
ants  by  the  entirety  was  sold,  exchanged, 
or  otherwise  disposed  of,  the  spouses 
enter  into  a  binding  contract  for  the  pur¬ 
chase  of  other  real  property;  and 

(c)  After  the  sale,  exchange,  or  other 
disposition  of  the  former  property  and 
within  a  reasonable  time  after  the  date 
of  the  contract  referred  to  in  subdivision 
(b),  such  other  real  property  actually  is 
acquired  by  the  spouses  and  held  by  them 
in  an  identical  tenancy. 

To  the  extent  that  all  three  of  the  con¬ 
ditions  set  forth  in  this  subdivision  are 
not  met  (whether  by  reason  of  the  death 
of  one  of  the.  spouses  or  for  any  other 
reason) ,  the  provisions  of  the  preceding 
sentence  shall  not  apply,  and  the  sale, 
exchange  or  other  disposition  of  the 
property  will  constitute  a  termination  of 
the  tenancy.  As  used  in  subdivision  (c) 
the  expression  “a  reasonable  time” 
means  the  time  which,  under  the  particu¬ 
lar  facts  in  each  case,  is  needed  for  those 
matters  which  are  incident  to  the  ac¬ 
quisition  of  the  other  property  (i.  e.,  per¬ 
fecting  of  title,  arranging  for  financing, 
construction,  etc.).  The  fact  that  pro¬ 
ceeds  of  a  sale  are  deposited  in  the  name 
of  one  tenant  or  of  both  tenants  sepa¬ 
rately  or  jointly  as  a  convenience  does 
not  constitute  a  division  within  the 
meaning  of  subdivision  (a)  if  the  other 
requirements  of  this  subdivision  are  met. 

(3)  Proceeds  of  termination,  (i)  The 
proceeds  of  termination  may  be  received 
by  a  spouse  in  the  form  of  money,  prop¬ 
erty,  or  an  interest  in  property.  Where 
the  proceeds  are  received  in  the  form  of 
property  (other  than  money)  or  an  in¬ 
terest  in  property,  the  value  of  the  pro¬ 
ceeds  received  by  that  spouse  is  the  fair 
■«aarket  value,  on  the  date  of  termination 
of  the  tenancy  by  the  entirety,  of  the 
property  or  interest  received.  Thus,  if  a 
tenancy  by  the  entirety  is  terminated  so 
that  thereafter  each  spouse  owns  an  un¬ 
divided  half  interest  in  the  property  as 
tenant  in  common,  the  value  of  the  pro¬ 
ceeds  of  termination  received  by  each 
spouse  is  one-half  the  value  of  the  prop¬ 
erty  at  the  time  of  the  termination  of  the 
tenancy  by  the  entirety.  If  under  local 
law  one  spouse  without  the  consent  of 
the  other,  can  bring  about  a  severance  of 
his  or  her  interest  in  a  tenancy  by  the 
entirety  and  does  so  by  making  a  gift  of 
his  or  her  interest  to  a  third  party,  that 
spouse  is  considered  as  having  received 
proceeds  of  termination  in  the  amount  of 
the  fair  market  value,  at  the  time  of  the 
termination,  of  his  severable  interest  de¬ 
termined  in  accordance  with  the  rules 
prescribed  in  §  25.2512-5.  He  has  in  ad¬ 
dition,  made  a  gift  to  the  third  party  of 
the  fair  market  value  of  the  interest  con¬ 
veyed  to  the  third  party.  In  such  a  case, 
the  other  spouse  also  is  considered  as 
having  received  as  proceeds  of  termina¬ 
tion  the  fair  market  value,  at  the  time  of 
termination,  of  the  interest  which  she 


thereafter  holds  in  the  property  as  tenant 
in  common  with  the  third  party.  How¬ 
ever,  since  section  2515  (b)  contemplates 
that  the  spouses  may  divide  the  proceeds 
of  termination  in  some  proportion  other 
than  that  represented  by  the  values  of 
their  respective  legal  interests  in  the 
property,  if  both  spouses  join  together  in 
making  a  gift  to  a  third  party  of  prop¬ 
erty  held  by  them  as  tenants  by  the  en¬ 
tirety,  the  value  of  the  proceeds  of  termi¬ 
nation  which  will  be  treated  as  received 
by  each  is  the  amount  which  each  reports 
(on  his  or  her  gift  tax  return  filed  for 
the  calendar  year  in  which  the  termina¬ 
tion  occurs)  as  the  value  of  his  or  her  gift 
to  the  third  party.  This  amount  is  the 
amount  which  each  reports  without  re¬ 
gard  to  whether  the  spouses  elect  under 
section  2513  to  treat  the  gifts  as  made 
one-half  by  each.  For  example,  assume 
that  H  and  W  (his  wife)  hold  real  prop¬ 
erty  as  tenants  by  the  entirety;  that  in 
1956,  when  the  property  has  a  fair  market 
value  of  $60,000,  they  give  it  to  their  son; 
and  that  on  their  gift  tax  returns  for  the 
calendar  year  1956,  H  reports  himself  as 
having  made  a  gift  to  the  son  of  $36,000 
and  W  reports  herself  as  having  made  a 
gift  to  the  son  of  $24,000.  Under  these 
circumstances,  H  is  considered  as  having 
received  proceeds  of  termination  valued 
at  $36,000,  and  W  is  considered  as  having 
received  proceeds  of  termination  valued 
at  $24,000. 

(ii)  Except  as  provided  otherwise  in 
subparagraph  (2)  (ii)  of  this  paragraph 
(under  which  certain  tenancies  by  the 
entirety  are  considered  not  to  be  ter¬ 
minated),  where  the  proceeds  of  a  sale, 
exchange,  or  other  disposition  of  the 
property  are  not  actually  divided  be¬ 
tween  the  spouses  but  are  held  (whether 
in  a  bank  account  or  otherwise)  in  their 
joint  names  or  in  the  name  of  one  spouse 
as  custodian  or  trustee  for  their  joint 
interests,  each  spouse  Is  presumed,  in  the 
absence  of  a  showing  to  the  contrary, 
to  have  received,  as  of  the  date  of  ter¬ 
mination,  proceeds  of  termination  equal 
in  value  to  the  value  of  his  or  her  en¬ 
forceable  property  rights  in  respect  of 
the  proceeds. 

§  25.2515-2  Tenancies  by  the  entirety: 
transfers  treated  as  gifts;  manner  of 
election  and  valuation,  (a)  The  election 
to  treat  the  creation  of  a  tenancy  by  the 
entirety  in  real  property,  or  additions 
to  its  value  made  thereto,  as  constituting 
a  gift  in  the  year  in  which  effected,  shall 
be  exercised  by  including  the  value  of 
such  gifts  in  the  gift  tax  return  of  the 
donor  for  the  calendar  year  in  which  the 
tenancy  was  created,  or  the  additions  in 
value  were  made  to  the  property.  See 
section  6019  and  the  regulations  there¬ 
under.  The  election  may  be  exercised 
only  in  a  return  filed  within  the  time 
prescribed  by  law,  or  before  the  expira¬ 
tion  of  any  extention  of  time  granted 
pursuant  to  law  for  the  filing  of  the  re¬ 
turn.  See  sections  6075  and  6081  and 
the  regulations  thereunder.  In  order  to 
make  the  election,  a  gift  tax  return  must 
be  filed  for  the  calendar  year  in  which 
the  tenancy  w^s  created,  or  additions  in 
value  thereto  made,  even  though  the 
value  of  the  gift  involved  does  not  exceed 
the  amount  of  the  exclusion  provided  by 
section  2503  (b). 


(b)  If  the  donor  spouse  exercises  the 
election  as  provided  in  paragraph  (a)  of 
this  section,  the  amount  of  the  gift  at 
the  creation  of  the  tenancy  is  the  amount 
of  the  contribution  by  such  spouse  to 
such  tenancy  less  the  value  of  the 
donor’s  retained  interest  in  it,  determined 
as  follows: 

(1)  If  under  the  law  of  the  jurisdic¬ 
tion  governing  the  rights  of  the  spouses, 
either  spouse,  acting  alone,  can  bring 
about  a  severance  of  his  or  her  interest 
in  the  property,  the  value  of  the  donor’s 
retained  interest  is  one-half  the  value 
of  the  property. 

(2)  If,  under  the  law  of  the  jurisdic¬ 
tion  governing  the  rights  of  the  spouses 
each  is  entitled  to  share  in  the  income 
or  other  enjoyment  of  the  property  but 
neither,  acting  alone,  may  defeat  the 
right  of  the  survivor  of  them  to  the  whole 
of  the  property,  the  amount  of  retained 
interest  of  the  donor  is  determined  by 
multiplying  the  value  of  the  property 
by  the  appropriate  actuarial  factor  for 
the  donor  spouse  at  his  attained  age  at 
the  time  the  transaction  is  effected. 

(c)  Factors  representing  the  respec¬ 
tive  interests  of  the  spouses,  under  a 
tenancy  by  the  entirety,  at  their  attained 
ages  at  the  time  of  the  transaction  may 
be  found,  or  readily  computed  with  the 
t  se  of  the  tables  contained  in  the  actu¬ 
arial  pamphlet  referred  to  in  §  25.2512-5 
(e) .  State  law  may  provide  that  the  hus¬ 
band  only  is  entitled  to  all  of  the  income 
or  other  enjoyment  of  the  real  property 
held  as  tenants  by  the  entirety,  and  the 
wife’s  interest  consists  only  of  the  right 
of  survivorship  with  no  right  of  sever¬ 
ance.  In  such  a  case,  a  special  factor 
may  be  needed  to  determine  the  value  ef 
the  interests  of  the  respective  spouses. 
See  §  25.2512-5  (e)  relative  to  the  pro¬ 
cedure  for  obtaining  special  factors  from 
the  Commissioner  in  cases  requiring 
their  use. 

(d)  The  application  of  this  paragraph 
may  be  illustrated  by  the  following 
example : 

Example.  A  husband  with  his  own  funds 
acquires  real  property  valued  at  $10,000  and 
has  it  conveyed  to  himself  and  his  wife  as 
tenants  by  the  entirety.  Under  the  law  of 
the  jurisdiction  governing  the  rights  of  the 
parties,  each  spouse  is  entitled  to  share  in 
the  Income  from  the  property  but  neither 
spouse  acting  alone  could  bring  about  a 
severance  of  his  or  her  interest.  The  hus¬ 
band  elects  to  treat  the  transfer  as  a  gift  in 
the  year  in  which  effected.  At  the  time  of 
transfer,  the  ages  of  the  husband  and  his 
wife  are  45  and  40,  respectively,  on  their 
birthdays  nearest  to  the  date  of  transfer. 
The  value  of  the  gift  to  the  wife  is  $5,502.90, 
computed  as  follows: 

Value  of  property  transferred!-  $10, 000. 00 

Less  $10,000X0.44971  (factor 
for  value  of  donor’s  retained 
rights) _ - _ - _ - _  4, 497. 10 


Value  of  gift . -  6. 602. 90 

§  25.2515-3  Termination  of  tenancy 
by  the  entirety;  cases  in  which  entire 
value  of  gift  is  determined  under  section 
2515  (b).  (a)  In  any  case  in  which — 

(1)  The  creation  of  a  tenancy  by  the 
entirety  (including  additions  in  value 
thereto)  was  not  treated  as  a  gift,  and 

(2)  The  entire  consideration  for  the 
creation  of  the  tenancy,  and  any  addi¬ 
tions  in  value  thereto,  was  furnished 
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solely  by  the  spouses  (see  S  25.2515-1 
(c)  (1)  (ii)). 

the  termination  of  the  tenancy  (other 
than  by  the  death  of  a  spouse)  always 
results  in  the  making  of  a  gift  by  a 
spouse  who  receives  a  smaller  share  of 
the  proceeds  of  the  termination  (whether 
received  in  cash,  property  or  interests 
in  property)  than  the  share  of  the  pro¬ 
ceeds  attributable  to  the  total  considera¬ 
tion  furnished  by  him.  See  §  25.2515-1 
(c)  for  a  discussion  of  what  constitutes 
consideration  and  the  value  thereof. 
Thus,  a  gift  is  effected  at  the  time  of 
termination  of  the  tenancy  by  the  spouse 
receiving  less  than  one-half  of  the  pro¬ 
ceeds  of  termination  if  such  spouse  (re¬ 
gardless  of  age)  furnished  one-half  or 
more  of  the  total  consideration  for  the 
purchase  and  improvements,  if  any,  of 
the  property  held  in  the  tenancy.  Also, 
if  one  spouse  furnished  the  entire  con¬ 
sideration,  a  gift  is  made  by  such  spouse 
to  the  extent  that  the  other  spouse  re¬ 
ceives  any  portion  of  the  proceeds  of  ter¬ 
mination.  See  §  25.2515-4  for  determi¬ 
nation  of  the  amount  of  the  gift,  if  any, 
in  cases  in  which  the  creation  of  the 
tenancy  was  treated  as  a  gift  or  a  por¬ 
tion  of  the  consideration  was  furnished 
by  a  third  person.  See  §  25.2515-1  (d) 
(2)  as  to  the  acts  which  effect  a  termina¬ 
tion  of  the  tenancy. 

(b)  In  computing  the  value  of  the  gift 
under  the  circumstances  described  in 
paragraph  (a)  of  this  section,  it  is  neces¬ 
sary  to  first  determine  the  spouse’s  share 
of  the  proceeds  attributable  to  the  con¬ 
sideration  fumii^ed  by  him.  This  share 
is  computed  by  multiplying  the  total 
value  of  the  proceeds  of  the  termination 
by  a  fraction,  the  numerator  of  which  is 
the  total  consideration  furnished  by  the 
donor  spouse  and  the  denominator  of 
which  is  the  total  consideration  furnished 
by  both  spouses.  From  this  amount 
there  is  subtracted  the  value  of  the  pro¬ 
ceeds  of  termination  received  by  the 
donor  spouse.  The  amount  remaining 
is  the  value  of  the  gift.  In  arriving  at 
the  “total  consideration  furnished  by  the 
donor  spouse”  and  the  “total  considera¬ 
tion  furnished  by  both  spouses,”  for  pur¬ 
poses  of  the  computation  provided  for 
in  this  paragraph,  the  consideration 
furnished  (see  §  25.2515-1  (c) )  is  not 
reduced  by  any  amounts  which  other¬ 
wise  would  have  been  excludable  under 
section  2503  (b)  in  determining  the 
amounts  of  taxable  gifts  for  the  years  in 
which  the  consideration  was  furnished. 
As  an  example  assiune  that  in  1955,  real 
property  was  purchased  for  $30,000,  the 
husband  and  wife  each  contributing 
$12,000  and  the  remaining  $6,000  being 
obtained  through  a  mortgage  on  the 
property.  In  each  of  the  years  1956  and 
1957,  the  husband  paid  $3,000  on  the* 
principal  of  the  indebtedness,  but  did 
not  disclose  the  value  of  these  transfers 
on  his  gift  tax  returns  for  those  years. 
The  total  consideration  furnished  by  the 
husband  is  $18,000,  the  total  considera¬ 
tion  furnished  by  the  wife  is  $12,000,  and 
the  total  consideration  furnished  by  both 
spouses  is  $30,000. 

(c)  The  application  of  this  section 
may  be  illustrated  by  the  following  ex¬ 
amples: 


Example  (i).  In  1956  the  husband  fur¬ 
nished  ^0,000  and  his  wife  furnished  $10,000 
of  the  consideration  for  the  ‘purchase  and 
subsequent  Improvement  of  real  property 
held  by  them  as  tenants  by  the  entirety. 
Neither  spouse  elected  to  treat  the  consid¬ 
eration  furnished  as  a  gift.  The  property 


§  25.2515-4  Termination  of  tenancy 
by  entirety;  cases  in  which  none,  or  a 
portion  only,  of  value  of  gift  is  deter¬ 
mined  under  section  2515  (b) — (a)  In 
general.  The  rules  provided  in  section 
2515  (b)  (see  §  25.2515-3)  are  not  applied 
in  determining  whether  a  gift  has  been 
made  at  the  termination  of  a  tenancy  to 
the  extent  that  the  consideration  fur¬ 
nished  for  the  creation  of  the  tenancy, 
was  treated  as  a  gift  or  if  the  considera¬ 
tion  for  the  creation  of  the  tenancy  was 
furnished  by  a  third  party.  Considera¬ 
tion  furnished  for  the  creation  of  the 
tenancy  was  treated  as  a  gift  if  it  was 
furnished  either  (1)  during  calendar 
years  prior  to  1955,  or  (2)  during  the 
calendar  year  1955  and  subsequent  years 
and  the  donor  spouse  exercised  the  elec¬ 
tion  to  treat  the  furnishing  of  considera¬ 
tion  as  a  gift.  See  paragraph  (b)  of  this 
section  relative  to  the  manner  of  com¬ 
puting  the  value  of  gifts  resulting  from 
the  termination  of  the  tenancy  under 
these  circumstances.  See  paragraph  (c) 
of  this  section  for  the  rules  to  be  applied 
where  part  of  the  total  consideration  for 
the  creation  of  the  tenancy  and  additions 
to  the  value  thereof  was  not  treated  as  a 
gift  and  part  either  was  treated  as  a  gift 
or  was  furnished  by  a  third  party. 

(b)  Value  of  gift  when  entire  con¬ 
sideration  is  of  the  type  described  in 
paragraph  (o)  of  this  section.  If  the 
entire  consideration  for  the  creation  of 
a  tenancy  by  the  entirety  was  treated 
as  a  gift  or  consideration  therefor  was 
contributed  by  a  third  party,  the  deter¬ 
mination  of  the  amount,  if  any,  of  a  gift 
made  at  the  termination  of  the  tenancy 
will  be  made  by  the  application  of  the 


later  is  sold  for  $60,000,  the  husband  receiv¬ 
ing  $35,000  and  his  wife  receiving  $25,000  of 
the  proceeds  of  the  termination.  The  ter¬ 
mination  of  the  tenancy  results  in  a  gift  of 
$10,000  by  the  husband  to  his  wife,  computed 
as  follows: 


general  principles  set  forth  in  §  25.2511- 
1.  Under  those  principles,  when  a  spouse 
surrenders  a  property  interest  in  a  ten¬ 
ancy,  the  creation  of  which  was  treated 
as  a  gift,  and  in  return  receives  an 
amount  (whether  in  the  form  of  cash, 
property,  or  an  interest  in  property)  less 
than  the  value  of  the  .property  interest 
surrendered,  that  spouse  is  deemed  to 
have  made  a  gift  in  an  amount  equal 
to  the  difference  between  the  value,  at 
the  time  of  termination,  of  the  property 
interest  surrendered  by  such  spouse  and. 
the  amount  received  in  exchange.  Thus, 
if  the  husband’s  interest  in  such  a  ten¬ 
ancy  at  the  time  of  termination  is  worth 
$44,971  and  the  wife’s  interest  therein 
at  the  time  is  worth  $55,029,  the  property 
is  sold  for  $100,000,  and  each  spouse  re¬ 
ceives  $50,000  out  of  the  proceeds  of  the 
sale,  the  wife  has  made  a  gift  to  the 
husband  of  $5,029.  The  principles  ap¬ 
plied  in  §  25.2515-2  (c)  for  the  method 
of  determining  the  value  of  the  respec¬ 
tive  interests  of  the  spouses  at  the  time 
of  the  creation  of  a  tenancy  by  the  en¬ 
tirety  are  equally  applicable  in  deter¬ 
mining  the  value  of  each  spouse’s  in¬ 
terest  in  the  tenancy  at  termination, 
except  that  the  actuarial  factors  to  be 
applied  are  those  for  the  respective 
spouses  at  the  ages  attained  at  the  date 
of  termination. 

(c)  Valuation  of  gift  where  both  types 
of  consideration  are  involved.  If  the 
consideration  furnished  consists  in  part 
of  the  type  described  in  §  25.2515-3  (a) 
(consideration  furnished  by  the  spouses 
after  1954,  are  not  treated  as  a  gift  in  the 
year  furnished)  and  in  part  of  the  t3T6 
described  in  paragraph  (a)  of  this  sec- 


$30,000  (consideration  furnished  by  husband) 


X  $60,000  (proceeds  of  termination)  =$45,000 


$40,000  (total  consideration  furnished  by  both ' 
spoiises) 

$45,000— $35,000  (proceeds  received  by  husband)  =$10,000  gift  by  husband  to  wife. 

Example  (2).  In  1950  the  husband  purchsised  shares  of  X  Company  for  $10,000.  In  1955 
when  these  shares  had  a  fair  market  value  of  $30,000,  ho  and  his  wife  purchased  real  prop¬ 
erty  from  A  and  had  it  conveyed  to  them  as  tenants  by  the  entirety.  In  payment  for  the 
real  property,  the  husband  transferred  his  shares  of  X  Company  to  A  and  the  wife  paid  A 
the  sum  of  $10,006.  They  later  sell  the  real  property  for  $60,000,  and  divide  $24,000  (each 
taking  $12,000)  and  reinvest  the  remaining  $36,000  in  other  real  property  under  circum¬ 
stances  that  satisfy  the  conditions  set  forth  in  §  25.2515-1  (d)  (2)  (ll).  The  tenancy  is 
terminated  only  with  respect  to  the  $24,000  divided  between  them.  This  termination  of  the 
tenancy  results  in  a  gift  of  $6,000  by  the  husband  to  the  wife,  computed  as  follows: 

$30,000  (consideration  furnished  by  husband) 

, - — *  -  "T  X  $24,000  (proceeds  of  termination)  =  $13,000 

$40,000  (total  consideration  furnished  by  both 

spouses) 

$18,000— $12,000  (proceeds  received  by  husband)  =$6,000  gift  by  husband  to  wife. 

Since  the  tenancy  was  terminated  only  in  part,  with  respect  to  the  remaining  portion  of 
the  tenancy  each  spouse  is  considered  as  having  furnished  that  proportion  of  the  total 
consideration  for  the  remaining  portion  of  the  tenancy  as  the  consideration  furnished  by 
him  before  the  sale  bears  to  the  total  consideration  furnished  by  both  spouses  before  the 
sale.  See  §  25.2515-1  (c).  The  consideration  furnished  by  the  husband  for  the  reduced 
tenancy  is  $27,000,  computed  as  follows: 

$30,000  (consideration  furnished  by 
husband  before  sale) 

———  —  —  -  -  X  $36,000  (consideration  for  reduced  tenancy)  =$27,000 

$40,000  (total  consideration  furnished  ^  ^ 

by  both  spoxi^es  before  sale) 

The  consideration  furnished  by  the  wife  is  $9,000,  computed  in  a  similar  manner. 
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tion  (consideration  furnished  by  the 
spouses  and  treated  as  a  gift  or  furnished 
by  a  third  party) ,  the  amount  of  the  gift 
is  determined  as  follows: 

(1)  By  applying  the  principles  set 
forth  in  §  25.2515-3  (b)  to  that  portion  of 
the  total  proceeds  of  termination  which 
the  consideration  described  in  §  25.2515- 
3  (a)  bears  to  the  total  consideration  fur¬ 
nished  ; 

(2)  By  applying  the  principles  set 
forth  in  paragraph  (b)  of  this  section  to 
the  remaining  portion  of  the  total  pro¬ 
ceeds  of  termination;  and 

(3)  By  subtracting  the  proceeds  of  ter¬ 
mination  received  by  the  donor  from  the 
total  of  the  amounts  which  under  the 
principles  referred  to  in  subparagraphs 
(1)  and  (2)  of  this  paragraph  are  to  be 
compared  with  the  proceeds  of  termina¬ 
tion  received  by  a  spouse  in  determining 
whether  a  gift  was  made  by  that  spouse. 

For  example,  assume  that  consideration 
of  $30,000  was  furnished  in  1954;  and 
that  in  1955  the  husband  contributed 
$12,000  and  the  wife  $8,000,  the  hus¬ 
band’s  contribution  not  being  treated  as 
a  gift.  Assume  further  that  between 
1957  and  1965  the  property  appreciated 
in  value  by  $40,000  and  was  sold  in  1965 
for  $90,000  (of  which  the  husband  re¬ 
ceived  $40,000  and  the  wife  $50,000) .  The 
principles  set  forth  in  §  25.2515-3  (b) 
are  applied  to  $36,000  (20,000/50,000  X 
$90,000)  in  arriving  at  the  amount  which 
is  compared  with  the  proceeds  of  termi¬ 
nation  received  by  a  spouse.  Applying 
the  principles  set  forth  in  §  25.2515-3 
(b) ,  this  amount  in  the  case  of  the  hus¬ 
band  is  $19,800  (12,000/20,000X36,000). 
Similarly,  the  principles  set  forth  in  par¬ 
agraph  (b)  of  this  section  are  applied  to 


pared  with  the  proceeds  of  termination 
received  by  a  spouse.  If  in  this  case 
either  spouse,  without  the  consent  of  the 
other  spouse,  can  bring  about  a  sever¬ 
ance  of  his  interest  in  the  tenancy,  the 
amount  so  determined  in  the  case  of  the 
husband  would  be  $27,000  ( of  $54,000) . 
The  total  of  the  two  amounts  which  are 
to  be  compared  with  the  proceeds  of  ter¬ 
mination  received  bj)  the  husband  is 
$46,800  ($19,800+27,000).  This  sum  of 
$46,800  is  then  compared  with  the  $40,000 
proceeds  received  by  the  husband,  and 
the  termination  of  the  tenancy  has  re¬ 
sulted,  for  gift  tax  purposes,  in  a  trans¬ 
fer  of  $6,800  by  the  husband  to  his  wife 
in  1965.  See  paragraph  (d)  of  this  sec¬ 
tion  for  an  additional  example  illustrat¬ 
ing  the  application  of  this  paragraph. 

(d)  The  application  of  paragraph  (c) 
of  this  section  may  be  illustrated  by  the 
following  example: 

Example.  X  died  In  1948  and  devised  real 
property  to  Y  and  Z  (Y’s  wife)  as  tenants  by 
the  entirety.  Under  the  law  of  the  Jurisdic¬ 
tion,  both  spouses  are  entitled  to  share 
equally  in  the  income  from,  or  the  enjoyment 
of,  the  property,  but  neither  spouse,  acting 
alone,  may  defeat  the  right  of  the  survivor 
of  them  to  the  whole  of  the  property.  The 
fair  market  value  of  the  property  at  the  time 
of  X’s  death  was  $100,000  and  this  amount  is 
the  consideration  which  X  furnished  toward 
the  creation  of  the  tenancy.  In  1955,  at 
which  time  the  fair  market  value  of  the  prop- 
No.  2 - 8 


erty  was  the  same  as  at  the  time  of  X’s  death. 
Improvements  of  $50,000  were  made  to  the 
property,  of  which  Y  furnished  $40,000  out 
of  his  own  funds  and  Z  furnished  $10,000  out 
of  her  own  funds.  Y  did  not  elect  to  treat 
his  transfer  to  the  tenancy  as  resulting  in 
the  making  of  a  gift  in  1955.  In  1956  the 


§  25.2516  Statutory  provisions;  cer¬ 
tain  property  settlements. 

Sec,  2516.  Certain  property  settlements. 
Where  husband  and  wife  enter  into  a  written 
agreement  relative  to  their  marital  and 
property  rights  and  divorce  occurs  within 
2  years  thereafter  (whether  or  not  such  agree¬ 
ment  is  approved  by  the  divorce  decree),  any 
transfers  of  property  or  Interests  in  property 
made  pursuant  to  such  agrceinent-j-  ^ 


shall  be  deemed  to  be  transfers  made  for  a 
full  and  adequate  consideration  in  money  or 
money’s  worth. 

§  25,2516-1  Certain  property  settle¬ 
ments.  (a)  Under  the  general  rule  of 
section  2512  a  transfer  in  settlement  of 
a  spouse’s  dower,  curtesy  or  other  prop¬ 
erty  rights  arising  out  of  a  marriage  is 
not  deemed  to  be  for  an  adequate  and 
full  consideration  in  money  or  money’s 
worth  and  is,  therefore,  subject  to  a  gift 
tax  on  the  full  value  of  the  property 
transferred.  See  §  25.2512-8.  However, 
such  a  transfer  is  excepted  from  the  gen¬ 
eral  rule,  and  is  not  subject  to  gift  tax, 
either  if  it  qualifies  under  section  2516 
(see  paragraph  (b)  of  this  section)  or  if 
it  is  effected  by  a  court  decree  as  pro¬ 
vided  in  paragraph  (c)  of  this  section. 

(b)  Section  2516  provides  that  trans¬ 
fers  of  property  or  interests  in  property 
made  under  the  terms  of  a  written  agree¬ 
ment  between  spouses  in  settlement  of 
their  marital  or  property  rights  are 
deemed  to  be  for  an  adequate  and  full 
consideration  in  money  or  money’s  worth 
and,  therefore,  exempt  from  the  gift  tax 
(whether  or  not  such  agreement  is  ap¬ 
proved  by  a  divorce  decree) ,  if  the 
spouses  obtain  a  final  decree  of  divorce 
from  each  other  within  two  years  after 
entering  into  the  agreement. 

(c)  When  a  transfer  of  property  be¬ 
tween  spouses  in  settlement  of  their 


property  was  sold  for  $300,000  and  T  and  Z 
each  received  $150,000  of  the  proceeds.  At 
the  time  the  property  was  sold  Y  and  Z  are 
45  and  40,  respectively,  on  their  birthdays 
nearest  the  date  of  sale.  The  value  of  the 
gift  made  by  Y  to  Z  is  $19,842,  computed  as 
follows: 


dower,  curtesy  or  other  property  rights 
arising  out  of  the  marriage  does  not  qual¬ 
ify  under  section  2516,  it  may  neverthe¬ 
less  be  exempt  from  gift  tax,  but  only  if 
the  transfer  is  effected  by  a  court  decree 
rather  than  by  a  promise  or  agreement^ 
between  the  spouses*  A  ^.transfer  is" 
deemed,  to  be  effected  by^a  decree  if ;  (1) 
‘The  transfer  is  pursuant  to  an  agree¬ 
ment  which  is  binding  only  upon  the  en¬ 
try  of  a  decree  of  divorce,  separate  main¬ 
tenance,  or  annulment,  and  such  decree 
is  subsequently  granted  incorporating 
the  terms  of  the  agreement,  or  (2)  the 
transfer  is  solely  pursuant  to  a  divorce, 
separation,  maintenance,  or  annulment 
decree  as,  for  example,  where  there  has 
been  no  prior  out-of-court  agreement  be¬ 
tween  the  spouses. 

(d)  See  §  25.6019-3  (b)  for  the  cir¬ 
cumstances  under  which  information  re¬ 
lating  to  property  settlements  must  be 
disclosed  on  the  transferor’s  gift  tax  re¬ 
turn  for  the  calendar  year  in  which  the 
agreement  becomes  effective. 

§  25.2516-2  Transfers  in  settlement  of 
support  obligations.  Transfers  to  pro¬ 
vide  a  reasonable  allowance  for  the  sup¬ 
port  of  children  (including  legally 
adopted  children)  of  a  marriage  during 
minority  are  not  subject  to  the  gift  tax 
if  made  pursuant  to  an  agreement  which 
satisfies  the  requirements  of  section 
2516.  See  also  §§  25.2511-1  (f)  and 
25.2512-8,  relating  to  transfers  for  the 
support  of  dependents. 

DEDUCTIONS 

§  25.2521  Statutory  provisions;  spe¬ 
cific  exemption. 

Sec.  2521.  Specific  exemption.  In  com¬ 
puting  taxable  gifts  for  the  calendar  year, 
there  shall  be  allowed  a  deduction  In  the 
case  of  a  citizen  or  resident  an  exemption  of 
$30,000,  less  the  aggregate  of  the  amounts 
claimed  and  allowed  as  specific  exemption  in 
the  computation  of  gift  taxes  for  the  calendar 
year  1932  and  aU  calendar  years  intervening 


$54,000  ($90,000-36,000),  tjie  reSiAinlnri 
portion  of  ^he  brOoeeds  of  termination, 
m  arriving  at  the  amount  which  is  com¬ 


(1)  To  either  spou^-^^  settlement  of  his 
.;CJ  her^narltal  or  property  rights,  or 

(2)  To  provide  a  reasonable  allowance  for 
the  support  of  Issue  of  the  marriage  during 

^  minority. 


Amount  determined  under  principles  set  forth  in  §  25.2515-3: 

$50,000  (consideration  not  treated  as  gift  In  year 
furnished) 

^50,000  (total  consideration  furnished)  X  $300,000  (proceeds  of  termination) 

=  $100,000  (Proceeds  of  termination  to  which  principles  set  forth  in  |  25.2513  apply) 
$40,000  (consideration  furnished  by  H  and  not  treated  as  gift) 

$50,000  (total  consideration  not  treated  as  gift)  X  $100,000— $80,000 

Amount  determined  under  principles  set  forth  in  paragraph  (b)  of  this  section: 

$300,000  (total  proceeds  of  termination)  — $100,000  (proceeds  to  which  principles  set  forth  in 
§  25.2515-3  apply)  =$200,000  (proceeds  to  which  principles  set  forth  in  paragraph  (b) 
apply) 

0.44971  (factor  for  Y’s  interest)  X  $200,000  =  $89,842 
Amount  of  gift : 

Amount  determined  under  §  25.2515-3 _ $80,  000 

Amount  determined  under  paragraph  (b) -  89,842 

Total _ _ _ _ _  169,  842 

Less:  Proceeds  received  by  Y _  150,000 

Amount  of  gift  made  by  Y  to  Z - -  19, 842 
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between  that  calendar  year  and  the  calendar 
year  for  which  the  tax  la  being  computed 
under  the  laws  applicable  to  such  years. 

§  25.2521-1  Specific  exemption,  (a) 
In  determining  the  amount  of  taxable 
gifts  for  the  calendar  year  there  may  be 
deducted,  if  the  donor  was  a  resident  or 
citizen  of  the  United  States  at  the  time 
the  gifts  were  made,  a  specific  exemption 
of  $30,000,  less  the  sum  of  the  amounts 
claimed  and  allowed  as  an  exemption  in 
prior  calendar  years.  The  exemption,  at 
the  option  of  the  donor,  may  be  taken 
in  the  full  amount  of  $30,000  in  a  single 
calendar  year,  or  be  spread  over  a  period 
of  years  in  such  amounts  as  the  donor 
sees  fit,  but  after  the  limit  has  been 
reached  no  further  exemption  is  allow¬ 
able.  Except  as  otherwise  provided  in  a 
tax  convention  between  the  United 
States  and  another  country,  a  donor  who 
was  a  nonresident  not  a  citizen  of  the 
United  States  at  the  time  the  gift  or  gifts 
were  made  is  not  entitled  to  this  ex¬ 
emption. 

(b)  No  part  of  a  donor’s  lifetime  spe¬ 
cific  exemption  of  $30,000  may  be 
deducted  from  the  value  of  a  gift  attrib¬ 
utable  to  his,  or  her,  spouse  where  a 
husband  and  wife  consent,  under  the 
provisions  of  section  2513,  to  have  the 
gifts  made  during  a  calendar  year  con¬ 
sidered  as  made  one-half  by  each  of 
them.  The  “gift-splitting”  provisions  of 
section  2513  do  not  authorize  the  filing 
of  a  joint  gift  tax  return  nor  permit  a 
donor  to  claim  any  of  his,  or  her,  spouse’s 
specific  exemption.  For  example,  if  a 
husband  has  no  speciuo  exemption  re¬ 
maining  available,  but  his  wife  does, 
the  husband  makes  a  gift  to  which  his 
wife  consents  under  the  provisions  of 
section  2513  (or  the  wife  makes  a  gift 
to  which  the  husband  consents) ,  the  spe¬ 
cific  exemption  remaining  available  may 
be  claimed  only  on  the  return  of  the  wife 
with  respect  to  one-half  of  the  gift.  The 
husband  may  not  claim  any  specific  ex¬ 
emption  since  he  has  none  available. 

(c)  The  amount  by  which  the  specific 
exemption  claimed  and  allowed  in  gift 
tax  returns  for  prior  calendar  years  ex¬ 
ceeds  $30,000  is  includible  in  determin¬ 
ing  the  aggregate  sum  of  the  taxable 
gifts  for  preceding  calendar  years.  See 
§  25.2504-1  (b). 

§  25.2522  (a)  Statutory  provisions: 
charitable  and  similar  gifts;  citizens  or 
residents. 

Sec.  2522.  Charitable  and  similar  gifts — 
(a)  Citizens  or  residents.  In  computing  tax¬ 
able  gifts  for  the  calendar  year,  there  shall 
be  allowed  as  a  deduction  in  the  case  of  a 
citizen  or  resident  the  amount  of  all  gifts 
made  during  such  year  to  or  for  the  use  of — 

(1)  The  United  States,  any  State,  Terri¬ 
tory,  or  any  political  subdivision  thereof,  or 
the  District  of  Columbia,  for  exclusively  pub¬ 
lic  purposes; 

(2)  A  corporation,  or  trust,  or  community 
chest,  fund,  or  foundation,  organized  and 
operated  exclusively  for  religious,  charitable, 
scientific,  literary,  or  educational  purposes, 
including  the  encouragement  of  art  and  the 
iwevention  of  cruelty  to  children  or  animals, 
no  part  of  the  net  earnings  of  which  inures 
to  the  benefit  of  any  private  shareholder  or 
individual,  and  no  substantial  part  of  the 
activities  of  which  is  carrying  on  propaganda, 
or  otherwise  attempting,  to  influence  legisla- 

•  tlon; 


(3)  A  fraternal  society,  order,  or  associa¬ 
tion,  operating  under  the  lodge  system,  but 
only  if  such  gifts  are  to  be  xised  exclvisively 
for  religious,  charitable,  scientific,  literary,  or 
educational  purposes,  including  the  encour¬ 
agement  of  art  and  the  prevention  of  cruelty 
to  children  or  animals; 

(4)  Posts  or  organizations  of  war  veterans, 
or  aiixlliary  units  or  societies  of  any  such 
posts  or  organizations,  if  such  posts,  or¬ 
ganizations,  units,  or  societies  are  organized 
in  the  United  States  or  any  of  its  possessions, 
and  if  no  part  of  their  net  earnings  inures 
to  the  benefit  of  any  private  shareholder  or 
individual. 

§  25.2522  (a)  -1  Charitable  and  similar 
gifts:  citizens  or  residents,  (a)  In  deter¬ 
mining  the  amount  of  taxable  gifts  for 
the  calendar  year  there  may  be  deducted, 
in  the  case  of  a  donor  who  was  a  citizen 
or  resident  of  the  United  States  at  the 
time  the  gifts  were  made,  all  gifts  in¬ 
cluded  in  the  “total  amount  of  gifts” 
made  by  the  donor  during  the  taxable 
year  (see  section  2503  and  the  regula¬ 
tions  thereunder)  and  made  to  or  for  the 
use  of: 

(1)  The  United  States,  any  State, 
Territory,  or  any  political  subdivision 
thereof,  or  the  District  of  Columbia,  for 
exclusively  public  purposes. 

(2)  Any  corporation,  trust,  commu¬ 
nity  chest,  fund  or  foundation  organized 
and  operated  exclusively  for  religious, 
charitable,  scientific,  literary,  or  educa¬ 
tional  purposes,  including  the  encourage¬ 
ment  of  art  and  the  prevention  of  cruelty 
to  children  or  animals,  if  no  part  of  the 
net  earnings  of  the  organization  inures 
to  the  benefit  of  any  private  shareholder 
or  individual,  and  no  substantial  part  of 
its  activities  is  carrying  on  propaganda, 
or  otherwise  atteniPtlPS;  influence 
legislation. 

(3)  A  fraternal  society,  order,  or  as¬ 
sociation,  operating  under  the  lodge  sys¬ 
tem,  provided  the  gifts  are  to  be  used  by 
the  society,  order  or  association  exclu¬ 
sively  for  one  or  more  of  the  purposes  set 
forth  in  subparagraph  (2)  of  this 
paragraph. 

(4)  Any  organization  of  war  veterans 
or  auxiliary  unit  or  society  thereof,  if 
organized  in  the  United  States  or  any 
of  its  possessions,  and  if  no  part  of  its 
net  earnings  inures  to  the  benefit  of  any 
private  shareholder  or  individual. 

(b)  The  deduction  is  not  limited.  In 
the  case  of  donors  who  were  citizens  or 
residents  of  the  United  States  at  the 
time  the  gifts  were  made  to  gifts  for  use 
within  the  United  States,  or  to  gifts  to 
or  for  the  use  of  domestic  corporations, 
community  chests,  funds  or  foundations, 
or  fraternal  societies,  orders  or  associa¬ 
tions  operating  under  the  lodge  system. 

(c)  The  deduction  under  section  2522 
Is  not  allowed  for  a  transfer  to  a  corpora¬ 
tion,  trust,  community  chest,  fund,  or 
foundation  unless  the  organization  or 
trust  meets  the  following  three  tests: 

(1)  It  must  be  organized  and  operated 
exclusively  for  one  or  more  of  the  speci¬ 
fied  purposes. 

(2)  It  must  not  by  a  substantial  part 
of  its  activities  attempt  to  influence  legis¬ 
lation  by  propaganda  or  otherwise. 

(3)  Its  net  earnings  must  not  inure 
In  whole  or  in  part  to  the  benefit  of  pri¬ 
vate  shareholders  or  individuals  other 
than  as  legitimate  objects  of  the  exempt 
purposes. 


For  further  limitations  see  §  25.2522  (c)- 
1,  relating  to  gifts  to  trusts  and  organiza¬ 
tions  which  have  engaged  in  a  prohibited 
transaction  described  in  section  681  (b) 
(2)  or  section  503  (c) . 

(d)  In  order  to  prove  the  right  to  the 
charitable,  etc.,  deduction  provided  by 
section  2522  the  donor  must  submit  such 
data  as  may  be  requested  by  the  district 
director.  As  to  the  extent  the  deductions 
provided  by  this  section  are  allowable,  see 
section  2524. 

§  25.2522  (a) -2  Transfers  not  exclu¬ 
sively  for  charitable,  etc.,  purposes — (a) 
Remainders  and  similar  interests.  If  a 
trust  is  created  or  property  is  limited  for 
both  a  charitable  and  a  private  purpose, 
deduction  may  be  taken  of  the  value  of 
the  charitable  beneficial  interest  only 
insofar  as  that  interest  is  presently  as¬ 
certainable,  and  hence  severable  from  the 
noncharitable  interest.  The  present 
value  of  a  remainder  or  other  deferred 
payment  to  be  made  for  a  charitable  pur¬ 
pose  is  to  be  determined  in  accordance 
with  the  rules  stated  in  §  25.2512-5. 
Thus,  if  money  or  property  is  placed  in 
trust  to  pay  the  income  to  an  individual 
during  his  life,  or  for  a  term  of  years,  and 
then  to  pay  the  principal  to  a  charitable 
organization,  the  present  value  of  the  re¬ 
mainder  is  deductible.  To  determine  the 
present  value  of  such  remainder  use  the 
appropriate  factor  from  column  4  of 
Table  I  or  n  of  §  25.2512-5,  whichever  is 
applicable.  If  the  interest  involved  is 
such  that  its  value  is  to  be  determined  by 
a  special  computation  (see  §  25.2512-S 

(e) ) ,  a  request  for  a  specific  factor  ac¬ 
companied  by  a  statement  of  the  date  of 
.  birth  of  each  person,  the  duration  of 
whose  life  may  affect  the  value  of  the  re- 
■'mainder,  C??iss  of  the^rejeva^ 

instruments  may  be  suoiiIJ 
Commissioner,  who  may,  if  conditions 
permit,  supply  the  factor  requested.  If 
the  Commissioner  does  not  furnish  the 
factor,  the  claim  for  deduction  must  be 
supported  by  a  full  statement  of  the  com¬ 
putation  of  the  present  worth  made  in  ac¬ 
cordance  with  the  principles  set  forth  in 
the  applicable  paragraph  of  §  25.2512-5. 

(b)  Transfers  subject  to  a  condition 
or  a  power.  If  as  of  the  date  of  the  gift 
a  transfer  for  charitable  purposes  is  de¬ 
pendent  upon  the  performance  of  some 
act  or  the  happening  of  a  precedent  event 
in  order  that  it  might  become  effective, 
no  deduction  is  allowable  unless  the  pos¬ 
sibility  that  the  charitable  transfer  will 
not  become  effective  is  so  remote  as  to  be 
negligible.  If  an  estate  or  interest  passes 
to  or  is  vested  in  charity  on  the  date  of 
the  gift  and  the  estate  or  interest  would 
be  defeated  by  the  performance  of  some 
act  or  the  happening  of  some  event,  the 
occurrence  of  which  appeared  to  have 
been  highly  improbable  on  the  date  of 
the  gift,  the  deduction  is  allowable.  The 
deduction  is  not  allowed  in  the  case  of  a 
transfer  in  trust  conveying  a  present  in¬ 
terest  in  income  if  by  reason  of  all  the 
conditions  and  circumstances  surround¬ 
ing  the  .transfer  it  appears  that  the 
charity  may  not  receive  the  beneficial 
enjoyment  of  the  interest.  For  example, 
assume  that  assets  placed  in  trust  consist 
of  stock  in  a  corporation  the  fiscal  poli¬ 
cies  of  which  are  controlled  by  the  donor 
and  his  family,  that  the  trustees  and  re- 
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maindermen  are  likewise  members  of 
the  donor’s  family,  and  that  the  govern¬ 
ing  instrument  contains  no  adequate 
guarantee  of  the  requisite  income  to  the 
charitable  organization.  Under  such 
circumstances,  no  deduction  will  be  al¬ 
lowed.  Similarly,  if  the  trustees  were 
not  members  of  the  donor’s  family  but 
had  no  power  to  sell  or  otherwise  dispose 
of  closely  held  stock,  or  otherwise  insure 
the  requisite  enjoyment  of  income  to  the 
charitable  organization,  no  deduction 
would  be  allowed. 

§  25.2522  (b)  Statutory  provisions; 
charitable  and  similar  gifts;  nonresi- 
dents. 

Sec.  2522.  Charitable  and  similar  gifts. 

*  •  * 

(b)  Nonresidents.  In  the  case  of  a  non¬ 
resident  not  a  citizen  of  the  United  States, 
there  shall  be  allowed  as  a  deduction  the 
amount  of  all  gifts  made  during  such  year 
to  or  for  the  ftse  of — 

(1)  The  United  States,  any  State,  Terri¬ 
tory,  or  any  political  subdivision  thereof, 
or  the  District  of  Columbia,  for  exclusively 
public  purposes; 

(2)  A  domestic  corporation  organized  and 
operated  exclusively  for  religious,  charitable, 
scientific,  literary,  or  educational  purposes. 
Including  the  encouragement  of  art  and  the 
prevention  of  cruelty  to  children  or  animals, 
no  part  of  the  net  earnings  of  which  inures 
to  the  benefit  of  any  private  shareholder  or 
Individual,  and  no  substantial  part  of  the 
activities  of  which  is  carrying  on  propaganda, 
or  otherwise  attempting,  to  influence 
legislation; 

(3)  A  trust,  or  community  chest,  fund,  or 
foundation,  organized  and  operated  exclu¬ 
sively  for  religious,  charitable,  scientific,  lit¬ 
erary,  or  educational  purposes,  including  the 
encouragement  of  art  and  the  prevention  of 
cruelty  to  children  or  animals,  no  substan¬ 
tial  part  of  the  activities  of  which  is  carrying 
on  propaganda,  or  otherwise  attempting,  to 
influence  legislation;  but  only  if  such  gifts 
are  to  be  used  within  the  United  States  ex¬ 
clusively  for  such  purposes; 

(4)  A  fraternal  society,  order,  or  associa¬ 
tion,  operating  under  the  lodge  system,  but 
only  if  such  gifts  are  to  be  used  within  the 
United  States  exclusively  for  religious,  char¬ 
itable,  scientific,  literary,  or  educational  pur¬ 
poses,  Including  the  encouragement  of  art 
and  the  prevention  of  cruelty  to  children  or 
animals; 

(5)  Posts  or  organizations  of  war  veterans, 
or  auxiliary  units  or  societies  of  any  such 
posts  or  organization,  if  such  posts,  organ¬ 
izations,  units,  or  societies  are  organized  in 
the  United  States  or  any  of  its  possessions, 
and  if  no  part  of  their  net  earnings  Inures 
to  the  benefit  of  any  private  shareholder  or 
individual. 

§  25.2522  (b)-l  Charitable  and  simi~ 
lar  gifts,  nonresidents  not  citizens,  (a) 
The  deduction  for  charitable  and  similar 
gifts,  in  the  case  of  a  nonresident  who 
was  not  a  citizen  at  the  time  he  made  the 
gifts,  is  governed  by  the  same  rules  as 
those  applying  to  gifts  by  citizens  or 
residents,  subject,  however,  to  the  fol¬ 
lowing  exceptions: 

(1)  If  the  gift  is  made  to  or  for  the  use 
of  a  corporation,  the  corporation  must  be 
one  created  or  organized  under  the  laws 
of  the  United  States  or  of  any  State  or 
Territory  thereof. 

(2)  If  the  gift  is  made  to  or  for  the  use 
of  a  trust,  community  chest,  fund  or 
foundation,  or  a  fraternal  order  or  asso¬ 
ciation  operating  under  the  lodge  sys¬ 
tem,  the  gift  must  be  for  use  within  the 
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United  States  exclusively  for  religious, 
charitable,  scientific,  literary  or  educa¬ 
tional  purposes,  including  encourage¬ 
ment  of  art  and  the  prevention  of  cru¬ 
elty  to  children  or  animals. 

§  25.2522  (c)  Statutory  provisions; 
charitable  and  similar  gjjts;  disallow- 
ance  of  deductions  in  certain  cases. 

Sec.  2522.  Charitable  and  siniilar  gifts. 

*  *  * 

(c)  Disallowance  of  deductions  in  certain 
cases.  For  disallowance  of  certain  charitable, 
etc.,  deductions  otherwise  allowable  under 
this  section,  see  sections  504  and  681. 

§  25.2522  (c)-l  Disallowance  of  chari¬ 
table,  etc.,  deductions  because  of  pro¬ 
hibited  transactions,  (a)  Sections  503 
(e)  and  681  (b)  (5)  provide  that  no  de¬ 
duction  which  would  otherwise  be  allow¬ 
able  under  section  2522  for  a  gift  for 
religious,  charitable,  scientific,  literary 
or  educational  purposes,  including  the 
encouragement  of  art  and  the  prevention 
of  cruelty  to  children  or  animals,  is  al¬ 
lowed  if — 

(1)  The  gift  is  made  in  trust  and,  for 
income  tax  purposes  for  the  taxable  year 
of  the  trust  in  which  the  gift  is  made,  the 
deduction  otherwise  allowable  to  the 
trust  under  section  642  (c)  is  limited  by 
section  681  (b)  (1)  by  reason  of  the 
trust  having  engaged  in  a  prohibited 
transaction  described  in  section  681  (b) 
(2) ;  or 

(2)  The  gift  is  made  to  any  corpora¬ 
tion,  community  chest,  fund  or  founda¬ 
tion  which,  for  its  taxable  year  in  which 
the  gift  is  made  is  not  exempt  from  in¬ 
come  tax  under  section  501  (a)  by  reason 
of  having  engaged  in  a  prohibited  trans¬ 
action  described  in  section  503  (c). 

(b)  For  the  purposes  of  section  503  (e) 
and  section  681  (b)  (5)  the  term  “gift” 
includes  any  gift,  contribution,  or  trans¬ 
fer  without  adequate  consideration. 

(c)  Regulations  relating  to  the  income 
tax  contain  the  rules  for  the  determina¬ 
tion  of  the  taxable  year  of  the  trust  for 
which  the  deduction  under  section  642 
(c)  is  limited  by  section  681  (b) ,  and  for 
the  determination  of  the  taxable  year  of 
the  organization  for  which  an  exemption 
is  denied  under  section  503  (a).  Gen¬ 
erally,  such  taxable  year  is  a  taxable 
year  subsequent  to  the  taxable  year  dur¬ 
ing  which  the  trust  or  organization  has 
been  notified  by  the  Internal  Revenue 
Service  that  it  has  engaged  in  a  pro¬ 
hibited  transaction.  However,  if  the 
trust  or  organization  during  or  prior  to 
the  taxable  year  entered  into  the  pro¬ 
hibited  transaction  for  the  purpose  of 
diverting  its  corpus  or  income  from  the 
charitable  or  other  purposes  by  reason  of 
which  it  is  entitled  to  a  deduction  or 
exemption,  and  the  transaction  involves 
a  substantial  part  of  such  income  or 
corpus,  then  the  deduction  of  the  trust 
under  section  642  (c)  for  such  taxable 
year  is  limited  by  section  681  (b) ,  or  the 
exemption  of  the  organization  for  such 
taxable  year  is  denied  under  section  503 
(a) ,  whether  or  not  the  organization  has 
previously  received  notification  by  the 
Internal  Revenue  Service  that  it  has  en¬ 
gaged  in  a  prohibited  transaction.  In 
certain  cases,  the  limitation  of  section 
503  or  681  may  be  removed  or  the  exemp¬ 
tion  may  be  reinstated  for  certain  subse¬ 
quent  taxable  years  under  the  rules  set 
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forth  in  the  income  tax  regulations  under 
sections  503  and  681. 

(d)  In  cases  in  which  prior  notification 
by  the  Internal  Revenue  Service  is  not 
required  in  order  to  limit  the  deduction 
of  the  trust  under  section  681  (b) ,  or  to 
deny  exemption  of  the  organization 
under  section  503,  the  deduction  other¬ 
wise  allowable  under  §  25.2522  (a)-l  is 
not  disallowed  with  respect  to  gifts  made 
during  the  same  taxable  year  of  the  trust 
or  organization  in  which  a  prohibited 
transaction  occurred,  or  in  a  prior  tax¬ 
able  year,  unless  the  donor  or  a  member 
of  his  family  was  a  party  to  the  pro¬ 
hibited  transaction.  For  purposes  of  the 
preceding  sentence,  the  members  of  the 
donor’s  family  include  only  his  brothers 
and  sisters  (whether  by  whole  or  half 
blood),  spouse,  ancestors,  and  lineal 
descendants. 

§  25.2522  (d)  Statutory  provisions; 
charitable  and  similar  gifts;  other  cross 
references. 

Sec.  2522.  Charitable  and  similar  gifts.  •  •  • 
(d)  Other  cross  references.  (1)  For  ex¬ 
emption  of  gifts  to  or  for  benefit  of  Library 
of  Congress,  see  section  6  of  the  Act  of 
March  3,  1925,  as  amended  (56  Stat.  765;  2 
U.  S.  C.  161). 

(2)  For  construction  of  gifts  for  benefit 
of  Library  of  Post  Ofllce  Department  as  gifts 
to  or  for  the  use  of  the  United  States,  see 
section  2  of  the  Act  of  August  8,  1946  (60 
Stat.  924;  5  U.  S.  C.  393). 

(3)  For  exemption  of  gifts  for  benefit  of 
Oflftce  of  Naval  Records  and  Library,  Navy 
Department,  see  section  2  of  the  Act  of 
March  4,  1937  (50  Stat.  25;  5  U.  S.  C.  419b). 

(4)  For  exemption  of  gifts  to  or  for  bene¬ 
fit  of  National  Park  Service,  see  section  5  of 
the  Act  of  July  10,  1935  (49  Stat.  478;  16 
U.  S.  C.  19c). 

(5)  For  construction  of  gifts  accepted  by 
the  Secretary  of  State  under  the  Foreign 
Service  Act  of  1946  as  gifts  to  or  for  the  use 
of  the  United  States,  see  section  1021  (e) 
of  that  Act  (60  Stat.  1032;  22  U.  S.  C.  809). 

(6)  For  construction  of  gifts  or  bequests 
of  money  accepted  by  the  Attorney  General 
for  credit  to  “Commissary  Funds,  Federal 
Prisons’’  as  gifts  or  bequests  to  or  for  the 
use  of  the  United  States,  see  section  2  of  the 
Act  of  May  15,  1952,  66  Stat.  73,  as  amended 
by  the  Act  of  July  9,  1952,  66  Stat.  479  (31 
U.  S.  C.  725S-4) . 

(7)  For  payment  of  tax  on  gifts  of  United 
States  obligations  to  the  United  States,  see 
section  24  of  the  Second  Liberty  Bond  Act, 
as  amended  (59  Stat.  48,  §  4;  31  U.  S.  C. 
757e) . 

(8)  For  construction  of  gifts  for  benefit 
of  or  use  in  connection  with  Naval  Academy 
as  gifts  to  or  for  the  use  of  the  United 
States,  see  section  3  of  the  Act  of  March  31, 
1944  (58  Stat.  135;  34  U.  S.  C.  1115b). 

(9)  For  exemption  of  gifts  for  benefit  of 
Naval  Academy  Museum,  see  section  4  of  the 
Act  of  March  26,  1938  (52  Stat.  119;  34 
U.  S.  C.  1119). 

(10)  For  exemption  of  gifts  received  by 
National  Archives  Trust  Fund  Board,  see 
section  7  of  the  National  Archives  Trust 
Fund  Board  Act  (55  Stat.  582;  44  U.  S.  C. 
300gg). 

§  25.2523  (a)  Statutory  provisions; 
gift  to  spouse;  in  general. 

Sec.  2523.  Gift  to  spouse — (a)  In  general. 
Where  a  donor  who  Is  a  citizen  or  resident 
transfers  during  the  calendar  year  by  gift 
an  interest  in  property  to  a  donee  who  at 
the  time  of  the  gift  is  the  donor’s  spKsuse, 
there  shall  be  allowed  as  a  deduction  in  com¬ 
puting  taxable  gifts  for  the  calendar  year 
an  amoimt  with  respect  to  such  interest 
equal  to  one-balf  of  its  value. 
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!  25.2523  (a)-l  Gift  to  spouse:  in 
general — (a)  In  general.  In  determin¬ 
ing  the  amount  of  taxable  gifts  for  the 
calendar  year  1955  or  any  calendar  year 
thereafter,  in  the  case  of  a  donor  who 
was  a  citi^n  or  resident  of  the  United 
States  at  the  time  the  gift  was  made, 
there  may  be  deducted  an  amount  equal 
to  one-half  the  value  of  any  property  in¬ 
terest  (except  as  otherwise  provided  in 
paragraph  (b)  of  this  section)  trans¬ 
ferred  by  gift  to  a  donee  who  at  the  time 
of  the  gift  was  the  donor’s  spouse.  This 
deduction  is  referred  to  as  the  “marital 
deduction.”  No  marital  deduction  is  au¬ 
thorized  with  respect  to  a  gift  if  the 
donor,  at  the  time  of  the  gift,  was  a  non¬ 
resident  not  a  citizen  of  the  United 
States.  However,  if  the  donor  was  a 
citizen  or  resident  of  the  United  States 
at  the  time  the  gift  was  made,  he  is  not 
deprived  of  the  right  to  the  marital  de¬ 
duction  by  reason  of  the  fact  that  his 
spouse  was  a  nonresident  not  a  citizen. 
For  convenience  the  donor’s  spouse  is 
generally  referred  to  in  the  feminine 
gender,  but  if  the  donor  is  a  woman  the 
reference  is  to  her  husband.  The  donor 
must  submit  such  proof  as  is  necessary 
to  establish  the  right  to  the  marital 
deduction,  including  any  evidence  re¬ 
quested  by  the  district  director. 

(b)  Deductible  and  nondeductible  in¬ 
terests.  The  property  interest  trans¬ 
ferred  by  a  donor  to  his  spouse  fall  within 
two  general  categories:  (1)  Those  with 
respect  to  which  the  marital  deduction  is 
authorized,  and  (2)  those  with  respect  to 
which  the  deduction  is  not  authorized. 
These  categories  are  referred  to  in  this 
section  and  §§  25.2523  (b)-l  through 
25.2523  (f)-l  as  “deductible  interests” 
and  “nondeductible  interests,”  respec¬ 
tively  (see  subdivision  (ii)  of  this  para¬ 
graph).  Subject  to  the  limitations  set 
forth  in  §§  25.2523  (f)-l  (relating  to  gifts 
of  community  property)  and  25.2524-1 
(relating  to  cases  in  which  the  total  value 
of  the  gifts  made  to  the  donee  spouse  in 
any  one  year  is  less  than  $6,000),  the 
marital  deduction  is  equal  to  one-half  of 
the  aggregate  value  of  the  “deductible 
interests.”  A  property  interest  trans¬ 
ferred  by  a  donor  to  his  spouse  is  a  “de¬ 
ductible  interest”  if  it  does  not  fall 
within  one  of  the  two  following  classes  of 
“nondeductible  interest”: 

(i)  A  property  interest  transferred  by 
a  donor  to  his  spouse  which  is  a  “termi¬ 
nable  interest,”  as  defined  in  §  25.2523 
(b)-l,  is  a  “nondeductible  interest”  to 
the  extent  specified  in  that  section. 

.(ii)  Any  property  interest  transferred 
by  a  donor  to  his  spouse  is  a  “nondeducti¬ 
ble  interest”  to  the  extent  that  it  is  not 
included  in  the  total  amount  of  gifts 
made  during  the  calendar  year.  See 
§§  25.2515-1  (relating  to  tenancies  by  the 
entirety)  and  25.2516-1  (relating  to 
property  settlements,  followed  by  di¬ 
vorce)  for  some,  hut  not  necessarily  all, 
of  the  situations  in  which  property  is 
transferred  by  a  donor  to  his  spouse  and 
not  included  in  the  total  amoimt  of  gifts 
made  during  the  calendar  year.  If  the 
total  gifts  made  by  a  donor  to  his  spouse 
during  a  calendar  year  have  a  value  of 
$6,000  or  more  the  amount  of  the  mari¬ 
tal  deduction  is  determined  without  re¬ 
gard  to  the  amount  of  the  exclusion,  if 
any,  allowable.  For  example,  assume 


that  in  1955  a  donor  made  a  cash  gift  of 
$10,000  to  his  wife.  No  other  gifts  were 
made  by  the  donor  in  1955.  The  amount 
of  the  marital  deduction  is  one-half  of 
$10,000,  or  $5,000;  the  amount  of  the  ex¬ 
clusion  is  $3,000;  and  the  total  amount 
of  included  gifts  is  $2,000.  See  §  25.2524-1 
with  respect  to  the  amount  of  the  mari¬ 
tal  deduj;tion  allowable  where  the  total 
gifts  made  in  a  calendar  year  by  a  donor 
to  his  spouse  have  a  value  of  less  than 
$6,000. 

(c)  Valuation.  If  the  income  from 
property  is  made  payable  to  the  donor 
or  another  individual  for  life,  or  for  a 
term  of  years,  with  remainder  absolutely 
to  the  donor’s  spouse  or  to  her  estate,  the 
marital  deduction  is  equal  to  one-half 
the  present  value  of  the  remainder.  'The 
present  value  of  the  remainder  (that  is, 
its  value  as  of  the  date  of  gift)  is  to  be 
determined  in  accordance  with  the  rules 
stated  in  §  25.2512-5.  For  example,  in  a 
case  to  which  §  25.2512-5  is  applicable, 
if  the  donor’s  spouse  is  to  receive  $50,000 
upon  the  death  of  a  person  31  years  of 
age,  the  present  value  of  the  remainder 
is  $14,466.  (See  the  example  in 
§  25.2512-5  (d).)  If  the  remainder  is 
such  that  its  value  is  to  be  determined 
by  a  special  computation  (see  §  25.2512- 
5),  a  request  for  a  specific  factor,  ac¬ 
companied  by  a  statement  of  the  dates 
of  birth  of  each  person,  the  duration  of 
whose  life  may  affect  the  value  of  the  re¬ 
mainder,  and  by  copies  of  the  relevant 
instruments  may  be  submitted  to  the 
Commissioner  who,  if  conditions  permit, 
may  supply  the  factor  requested.  If  the 
Commissioner  does  not  furnish  the  fac¬ 
tor,  the  claim  for  deduction  must  be  sup¬ 
ported  by  a  full  statement  of  the  compu¬ 
tation  of  the  present  worth,  made  in  ac¬ 
cordance  with  the  principles  set  forth  in 
§  25.2512-5. 

§  25.2523  (b)  Statutory  provisions; 
gift  to  spouse;  life  estate  or  other  ter¬ 
minable  interest. 

Sec.  2523.  Gift  to  spouse.  •  •  • 

(b)  Life  estate  or  other  terminable  in¬ 
terest.  Where,  on  the  lapse  of  time,  on  the 
occurrence  of  an  event  or  contingency,  or 
on  the  failure  of  an  event  or  contingency  to 
occur,  such  interest  transferred  to  the  spouse 
will  terminate  or  fail,  no  deduction  shall  be 
allowed  with  respect  to  such  interest — 

(1)  If  the  donor  retains  in  himself,  or 
transfers  or  has  transferred  (for  less  than  an 
adequate  and  full  consideration  in  money  or 
money’s  worth)  to  any  person  other  than 
such  donee  spouse  (or  the  estate  of  such 
spouse),  an  interest  in  such  property,  and 
if  by  reason  of  such  retention  or  transfer  the 
donor  (or  his  heirs  or  assigns)  or  such  person 
(or  his  heirs  or  assigns)  may  possess  or  enjoy 
any  part  of  such  property  after  such  termina¬ 
tion  or  failure  of  the  interest  transferred 
to  the  donee  spouse;  or 

(2)  If  the  donor  immediately  after  the 
transfer  to  the  donee  spouse  has  a  power  to 
appoint  an  interest  in  such  property  which 
he  can  exercise  (either  alone  or  in  conjunc¬ 
tion  with  any  person)  in  such  manner  that 
the  appointee  may  possess  or  enjoy  any  part 
of  such  property  after  such  termination  or 
failure  of  the  interest  transferred  to  the 
donee  spouse.  For  purposes  of  this  para¬ 
graph,  the  donor  shall  be  considered  as  hav¬ 
ing  immediately  after  the  transfer  to  the 
donee  spouse  such  power  to  appoint  even 
though  such  power  cannot  be  exercised  until 
after  the  lapse  of  time,  upon  the  occurrence 
of  an  event  or  contingency,  or  on  the  failure 
of  an  event  or  contengency  to  occur. 


An  exercise  or  release  at  any  time  by  thi 
donor,  either  alone  or  in  conjunction  with 
any  person,  of  a  power  to  appoint  an  interest 
in  property,  even  though  not  otherwise  t 
transfer,  shall,  for  purposes  of  paragraph  (i), 
be  considered  as  a  transfer  by  him.  Except  as 
provided  in  suboecUon  (e),  where  at  the 
time  of  the  transfer  it  is  impossible  to  as< 
certain  the  particular  person  or  persons  who 
may  receive  from  the  donor  an  Interest  in 
property  so  transferred  by  him,  such  interest 
shall,  for  purposes  of  paragraph  (1),  be  con¬ 
sidered  as  transferred  to  a  person  other  than 
the  donee  spouse. 

§  25.2523  (b)-l  Life  estate  or  other 
terminable  interest — (a)  In  general,  (l) 
The  provisions  of  section  2523  (b)  gen¬ 
erally  prevent  the  allowance  of  the  mari- 
tal  deduction  with  respect  to  certain 
property  interests  (referred  to  generallj 
as  “terminable  interests,”  defined  in  sub- 
paragraph  (3)  of  this  paragraph) ,  trans¬ 
ferred  to  the  donee  spouse  under  the 
circumstances  described  in  subparagraph 

(2)  of  this  paragraph,  unless  the  transfer 
comes  within  one  of  the  exceptions  set 
forth  in  §  25.2523  (d)-l,  relating  to  cer¬ 
tain  joint  interests,  or  §  25.2523  (e)-l, 
relating  to  certain  life  estates  with 
powers  of  appointment. 

(2)  If  a  donor  transfers  a  terminable 
interest  in  property  to  the  donee  spouse, 
the  marital  deduction  is  disallowed  with 
respect  to  the  transfer  if  the  donor 
spouse  also — 

(i)  Transferred  an  interest  in  the  same 
property  to  another  donee  (see  para¬ 
graph  (b)  of  this  section) ,  or 

(ii)  Retained  an  interest  in  the  same 
property  in' himself  (see  paragraph  (c) 
of  this  section) ,  or 

(iii)  Retained  a  power  to  appoint  an 
interest  in  the  same  property  (see  para¬ 
graph  (d)  of  this  section) . 

Under  these  circumstances,  if  the  other 
donee,  the  donor,  or  the  possible  ap¬ 
pointee,  may,  by  reason  of  the  transfer 
or  retention,  possess  or  enjoy  any  part 
of  the  property  after  the  termination  or 
failure  of  the  interest  therein  transferred 
to  the  donee  spouse,  no  marital  deduc¬ 
tion  may  be  taken  with  respect  to  the 
transfer  to  the  donee  spouse. 

(3)  For  the  purposes  of  this  section,  a 
distinction  is  to  be  drawn  between  “prop¬ 
erty,”  as  such  term  is  used  in  section 
2523,  and  an  “interest  in  property.”  The 
“property”  referred  to  is  the  underlying 
property  in  which  various  interests  exist; 
each  such  interest  is  not,  for  this  pur¬ 
pose,  to  be  considered  as  “property.”  A 
“terminable  interest”  in  property  is  an 
interest  which  will  terminate  or  fail  on 
the  lapse  of  time  or  on  the  occurrence  or 

-failure  to  occur  of  some  contingency. 
Life  estates,  terms  for  years,  annuities, 
patents,  and  copyrights  are  therefore 
terminable  interests.  However,  a  bond, 
note,  or  similar  contractual  obligation, 
the  discharge  of  which  would  not  have 
the  effect  of  an  annuity  or  term  for  years, 
is  not  a  terminable  interest. 

(b)  Interest  in  property  which  an¬ 
other  donee  may  possess  or  enjoy.  (1) 
Section  2523  (b)  provides  that  no  marital 
deduction  shall  be  allowed  with  respect 
to  the  transfer  to  the  donee  spouse  of  a 
“terminable  interest”  in  property,  in 
case — 

(i)  The  donor  transferred  (for  less 
than  an  adequate  and  full  consideration 
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in  money  or  money’s  worth)  an  interest 
in  the  same  property  to  any  person  other 
than  the  donee  spouse  (or  the  estate  of 
such  spouse) ,  and, 

(ii)  By  reason  of  such  transfer,  such 
person  (or  his  heirs  or  assigns)  may  pos¬ 
sess  or  enjoy  any  part  of  such  property 
after  the  termination  or  failure  of  the 
interest  therein  transferred  to  the  donee 
spouse. 

(2)  In  determining  whether  the  donor 
transferred  an  interest  in  property  to  any 
person  other  than  the  donee  spouse,  it  is 
immaterial  whether  the  transfer  to  the 
person  other  than  the  donee  spouse  was 
made  at  the  same  time  as  the  transfer  to 
such  spouse,  or  at  any  earlier  time. 

(3)  Except  as  provided  in  §  25.2523 
(e)-l,  if  at  the  time  of  the  transfer  it  is 
impossible  to  ascertain  the  particular 
person  or  persons  who  may  receive  a 
property  interest  transferred  by  the 
donor,  such  interest  is  considered  as 
transferred  to  a  person  other  than  the 
donee  spouse  for  the  purpose  of  section 
2523  (b).  This  rule  is  particularly  ap¬ 
plicable  in  the  case  of  the  transfer  of  a 
property  interest  by  the  donor  subject  to 
a  reserved  power.  (See  §  25.2511-2.) 
Under  this  rule,  any  property  interest 
over  which  the  donor  reserved  a  power 
to  revest  the  beneficial  title  in  himself, 
or  over  which  the  donor  reserved  the 
power  to  name  new  beneficiaries  or  to 
change  the  interests  of  the  beneficiaries 
as  between  themselves,  is  for  the  purpose 
of  section  2523  (b) ,  considered  as  trans¬ 
ferred  to  a  “person  other  than  the  donee 
spouse.”  The  following  examples  il¬ 
lustrate  the  application  of  the  provisions 
of  this  subparagraph: 

(i)  If  a  donor  transferred  property  in 
trust,  naming  his  wife  as  the  irrevocable 
income  beneficiary  for  10  years,  and  pro¬ 
viding  that,  upon  the  expiration  of  that 
term,  the  corpus  should  be  distributed 
among  his  wife  and  children  in  such  pro¬ 
portions  as  the  trustee  should  determine, 
the  right  to  the  corpus,  for  the  purpose 
of  the  marital  deduction,  is  considered 
as  transferred  to  a  “person  other  than 
the  donee  spouse.” 

(ii)  If,  in  the  above  example,  the 
donor  had  provided  that,  upon  the  ex¬ 
piration  of  the  10-year  term,  the  corpus 
was  to  be  paid  to  his  wife,  but  also  re¬ 
served  the  power  to  revest  such  corpus 
in  himself,  the  right  to  corpus,  for  the 
purpose  of  the  marital  deduction,  is  con¬ 
sidered  as  transferred  to  a  “person  other 
than  the  donee  spouse.” 

(4)  The  term  “person  other  than  the 
donee  spouse”  includes  the  possible  un¬ 
ascertained  takers  of  a  property  interest, 
as,  for  example,  the  members  of  a  class 
to  be  ascertained  in  the  future.  As 
another  example,  assume  that  the  donor 
created  a  power  of  appointment  over  a 
property  interest,  which  does  not  come 
within  the  purview  of  §  25.2523  (e)-l. 
In  such  a  case,  the  term  “person  other 
than  the  donee  spouse”  refers  to  the  pos¬ 
sible  appointees  and  takers  in  default 
(other  than  the  spouse)  of  such  property 
interest. 

(5)  An  exercise  or  release  at  any  time 
by  the  donor  (either  alone  or  in  conjunc¬ 
tion  with  any  person)  of  a  power  to  ap¬ 
point  an  interest  in  property,  even 
though  not  otherwise  a  transfer  by  him. 
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shall.  In  determinng  for  the  purpose  of 
section  2523  (b)  whether  he  transferred 
an  interest  in  such  property  to  a  person 
other  than  the  donee  spouse,  be  con¬ 
sidered  as  a  transfer  by  him. 

(6)  The  following  examples  illustrate 
the  application  of  this  paragraph.  In 
each  of  them  it  is  assumed  that  the  prop¬ 
erty  interest  which  the  donor  transferred 
to  a  person  other  than  the  donee  spouse 
was  not  for  an  adequate  and  full  con¬ 
sideration  in  money  or  money’s  worth: 

(i)  H  (the  donor)  transferred  real 
property  to  W  (his  wife)  for  life,  with  re¬ 
mainder  to  A  and  his  heirs.  No  marital 
deduction  may  be  taken  with  respect  to 
the  interest  transferred  to  W,  since  it 
will  terminate  upon  her  death  and  A  (or 
his  heirs  or  assigns)  will  thereafter 
possess  or  enjoy  the  property. 

(ii)  H  transferred  property  for  the 
benefit  of  W  and  A.  ^The  income  was 
payable  to  W  for  life  and  upon  her  death 
the  principal  was  to  be  distributed  to  A 
or  his  issue.  However,  if  A  should  die 
without  issue,  leaving  W  surviving,  the 
principal  was  then  to  be  distributed  to  W. 
No  marital  deduction  may  be  taken  with 
respect  to  the  interest  transferred  to  W, 
since  It  will  terminate  in  the  event  of  her 
death  if  A  or  his  issue  survive,  and  A  or 
his  issue  will  thereafter  possess  or  enjoy 
the  property. 

(hi)  H  purchased  for  $100,000  a  life 
annuity  for  W.  If  the  annuity  pay¬ 
ments  made  during  the  life  of  W  should 
be  less  than  $100,000,  further  payments 
were  to  be  made  to  A.  No  marital  de¬ 
duction  may  be  taken  with  respect  to  the 
interest  transferred  to  W,  since  A  may 
possess  or  enjoy  a  part  of  the  property 
following  the  termination  of  W’s  in¬ 
terest.  If,  however,  the  contract  pro¬ 
vided  for  no  continuation  of  payments, 
and  provided  for  no  refund  upon  the 
death  of  W,  or  provided  that  any  refund 
was  to  go  to  the  estate  of  W,  then  a  mari¬ 
tal  deduction  may  be  taken  with  respect 
to  the  gift. 

(iv)  H  transferred  property  to  A  for 
life  with  remainder  to  W  provided  W 
survives  A,  but  if  W  predeceases  A,  the 
property  is  to  pass  to  B  and  his  heirs. 
No  marital  deduction  may  be  taken  with 
respect  to  the  interest  transferred  to  W. 

(V)  H  transferred  real  property  to  A, 
reserving  the  right  to  the  rentals  of  the 
property  for  a  term  of  20  years.  H  later 
transferred  the  right  to  the  remaining 
rentals  to  W.  The  terms  of  the  transfer 
satisfy  the  conditions  prescribed  in 
§  25.2523  (e)-l,  so  that  the  interest 
transferred  is  considered  as  transferred 
solely  to  W.  However,  no  marital  deduc¬ 
tion  may  be  taken  with  respect  to  the 
interest  since  it  will  terminate  upon  the 
expiration  of  the  balance  of  the  20 -year 
term  and  A  will  thereafter  possess  or  en¬ 
joy  the  property. 

(Vi)  H  transferred  a  patent  to  W  and 
A  as  tenants  in  common.  In  this  case, 
the  interest  of  W  will  terminate  upon  the 
expiration  of  the  term  of  the  patent,  but 
possession  and  enjoyment  of  the  prop¬ 
erty  by  A  must  necessarily  cease  at  the 
same  time.  Therefore,  since  A’s  posses¬ 
sion  or  enjoyment  cannot  outlast  the  ter¬ 
mination  of  W’s  interest,  the  provisions 
of  section  2523  (b)  do  not  disallow  the 


marital  deduction  with  respect  to  the 
interest. 

(c)  Interest  in  property  which  the 
donor  may  possess  or  enjoy.  (1)  Section 
2523  (b)  provides  that  no  marital  deduc¬ 
tion  is  allowed  with  respect  to  the  trans¬ 
fer  to  the  donee  spouse  of  a  “terminable 
interest”  in  property  if — 

(1)  The  donor  retained  in  himself  an 
Interest  in  the  same  property,  and 

(ii)  By  reason  of  such  retention,  the 
donor  (or  his  heirs  or  assigns)  may  pos¬ 
sess  or  enjoy  any  part  of  the  property 
after  the  termination  or  failure  of  the 
interest  transferred  to  the  donee  spouse. 
However,  as  to  a  transfer  to  the  donee 
spouse  as  sole  joint  tenant  with  the 
donor  or  as  tenant  by  the  entirety,  see 
§  25.2523  (d)-l. 

(2)  In  general,  the  principles  illus¬ 
trated  by  the  examples  under  paragraph 
(b)  of  this  section  are  applicable  in  de¬ 
termining  whether  the  marital  deduc¬ 
tion  may  be  taken  with  respect  to  a  prop¬ 
erty  interest  transferred  to  the  donee 
spouse  subject  to  the  retention  by  the 
donor  of  'an  interest  in  the  same  prop¬ 
erty.  The  application  of  this  paragraph 
may  be  further  illustrated  by  the  follow¬ 
ing  example: 

Example.  The  donor  purchased  three  an¬ 
nuity  contracts  for  the  benefit  of  his  wife 
and  himself.  The  first  contract  provided  for 
payments  to  the  wife  for  life,  with  refund  to 
the  donor  in  case  the  aggregate  payments 
made  to  the  wife  were  less  than  the  cost  of 
the  contract.  The  second  contract  provided 
for  payments  to  the  donor  for  life,  and  then 
to  the  wife  for  life  if  she  survived  the  donor. 
The  third  contract  provided  for  payments  to 
the  donor  and  his  wife  for  their  Joint  lives 
and  then  to  the  survivor  of  them  for  life. 
No  marital  deduction  may  be  taken  with  re¬ 
spect  to  the  gifts  resulting  from  the  pur¬ 
chases  of  the  contracts  since,  in  the  case  of 
each  contract,  the  donor  may  possess  or  en¬ 
joy  a  part  of  the  property  after  the  termina¬ 
tion  or  failure  of  the  interest  transferred  to 
the  wife. 

(d)  Interest  in  property  over  which  the 
donor  retained  a  power  to  appoint.  (1) 
Section  2523  (b>  provides  that  no  mar¬ 
ital  deduction  is  allowed  with  respect  to 
the  transfer  to  the  donee  spouse  of  a 
“terminable  interest”  in  property  if — 

(1)  The  donor  had,  immediately  after 
the  transfer,  a  power  to  appoint  an  in¬ 
terest  in  the  same  property,  and 

(ii)  The  donor’s  power  was  exercisable 
(either  alone  or  in  conjunction  with  any 
person)  in  such  manner  that  the  ap¬ 
pointee  may  possess  or  enjoy  any  part 
of  the  property  after  the  termination  or 
failure  of  the  interest  transferred  to  the 
donee  spouse. 

(2)  For  the  purposes  of  section  2523 
(b) ,  the  donor  is  to  be  considered  as  hav¬ 
ing,  immediately  after  the  transfer  to  the 
donee  spouse,  such  a  power  to  appoint 
even  though  the  power  cannot  be  exer¬ 
cised  until  after  the  lapse  of  time,  upon 
the  occurrence  of  an  event  or  contin¬ 
gency,  or  upon  the  failure  of  an  event  or 
contingency  to  occur.  It  is  immaterial 
whether  the  power  retained  by  the  donor 
was  a  taxable  power  of  appointment  un¬ 
der  section  2514. 

(3)  'The  principles  illustrated  by  the 
examples  under  paragraph  (b)  of  this 
section  are  generally  applicable  In  deter¬ 
mining  whether  the  marital  deduction 
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may  be  taken  with  respect  to  a  property 
interest  transferred  to  the  donee  spouse 
subject  to  retention  by  the  donor  of  a 
power  to  appoint  an  interest  in  the  same 
property.  The  application  of  this  para¬ 
graph  may  be  illustrated  by  the  following 
example: 

Example.  The  donor,  having  a  power  of 
appointment  over  certain  property,  appointed 
a  life  estate  to  his  spouse.  No  marital  de¬ 
duction  may  be  taken  with  respect  to  such 
transfer,  since,  if  the  retained  power  to  ap¬ 
point  the  remainder  interest  is  exercised,  the 
appointee  thereunder  may  possess  or  enjoy 
the  property  after  the  termination  or  falliu'e 
of  the  interest  taken  by  the  donee  spouse. 

§  25.2523  (c)  Statutory  provisions: 
gift  to  spouse;  interest  in  unidentified 
assets. 

Sec.  2523.  Gift  to  spouse.  *  *  * 

(c)  Interest  in  unidentified  assets.  Where 
the  assets  out  of  which,  or  the  proceeds  of 
which,  the  interest  transferred  to  the  donee 
spouse  may  be  satisfied  include  a  particular 
asset  or  assets  with  respect  to  which  no  de¬ 
duction  would  be  allowed  if  such  asset  or 
assets  were  transferred  from  the  donor  to 
such  spouse,  then  the  value  of  the  interest 
transferred  to  such  spouse  shall,  for  pur¬ 
poses  of  subsection  (a),  be  reduced  by  the 
aggregate  value  of  such  particular  assets. 

§  25.2523  (c)-l  Interest  in  unidenti¬ 
fied  assets.  (a)  Section  2523  (c)  provides 
that  if  an  interest  passing  to  a  donee 
spouse  may  be  satisfied  out  of  a  group 
of  assets  (or  their  proceeds)  which  in¬ 
clude  a  particular  asset  that  would  be 
a  nondeductible  interest  if  it  passed  from 
the  donor  to  his  spouse,  the  value  of  the 
interest  passing  to  the  spouse  is  reduced, 
for  the  purpose  of  the  marital  deduction, 
by  the  value  of  the  particular  asset. 

(b)  In  order  for  this  section  to  apply, 
two  circumstances  must  coexist,  as 
follows: 

(1)  The  property  Interest  transferred 
to  the  donee  spouse  must  be  payable  out 
of  a  group  of  assets.  An  example  of  a 
property  interest  payable  out  of  a  group 
of  assets  is  a  right  to  a  share  of  the 
corpus  of  a  trust  upon  its  termination. 

(2)  The  group  of  assets  out  of  which 
the  property  interest  is  payable  must  in¬ 
clude  one  or  more  particular  assets 
which,  if  transferred  by  the  donor  to 
the  donee  spouse,  would  not  qualify  for 
the  marital  deduction.  Therefore,  sec¬ 
tion  2523  (c)  is  not  applicable  merely 
because  a  group  of  assets  includes  a  ter¬ 
minable  interest,  but  would  only  be  ap¬ 
plicable  if  the  terminable  interest  were 
nondeductible  under  the  provisions  of 
§  25.2523  (b)-l. 

(c)  If  the  circumstances  in  the  pre¬ 
ceding  paragraph  are  both  present,  the 
marital  deduction  with  respect  to  such 
property  interest  may  not  exceed  one- 
half  of  the  excess,  if  any,  of  its  value 
over  the  aggregate  value  of  the  particu¬ 
lar  asset  or  assets  which,  if  transferred 
to  the  donee  spouse,  would  not  qualify 
for  the  marital  deduction.  The  applica¬ 
tion  of  this  section  may  be  illustrated  by 
the  following  example: 

Example.  H  was  absolute  owner  of  a  rental 
property  and  on  JiUy  1,  1950,  transferred  it 
to  A  by  gift,  reserving  the  income  for  a  period 
of  20  years.  On  July  1,  1955,  he  created  a 
trxist  to  last  for  a  period  of  10  years.  H  was 
to  receive  the  income  from  the  trust  and  at 
the  termination  of  the  trust  the  trustee  is  to 


turn  over  to  H’s  wife,  W,  property  having  a 
value  of  $100,000.  The  trustee  has  absolute 
discretion  in  deciding  which  properties  in 
the  corpus  he  shall  turn  over  to  W  in  satis¬ 
faction  of  the  gift  to  her.  The  trustee  re¬ 
ceived  two  items  of  property  from  H.  Item 
(1)  consisted  of  shares  of  corporate  stock. 
Item  (2)  consisted  of  the  right  to  receive  the 
income  from  the  rental  property  during  the 
unexplred  portion  of  the  20-year  term.  As¬ 
sume  that  at  the  termination  of  the  trust  on 
July  1,  1965,  the  value  of  the  right  to  the 
rental  Income  for  the  then  unexpired  term 
of  5  years  (item  2)  will  be  $30,000.  Since 
item  (2)  is  a  nondeductible  Interest  and  the 
trustee  can  turn  it  over  to  W  in  partial  satis¬ 
faction  of  her  gift,  only  $70,000  of  the  $100,- 
000  receivable  by  her  on  July  1,  1965,  will  be 
considered  as  property  with  respect  to  which 
a  marital  deduction  is  allowable.  The  pres¬ 
ent  value  on  July  1,  1955,  of  the  right  to  re¬ 
ceive  $70,000  at  the  end  of  10  years  is 
$49,573.93  { 70,000  X  .708199).  The  value  of 
the  property  qualifying  for  the  marital  de¬ 
duction,  therefore,  is  $49,573.93,  and  a  mari¬ 
tal  deduction  is  allowed  for  one-half  of  that 
amount,  or  $24,786.97. 

§  25.2523  (d)  Statutory  provisions; 
gift  to  spouse;  joint  interests. 

Sec.  2523.  Gift  to  spouse.  *  •  *. 

(d)  Joint  interests.  If  the  Interest  is 
transferred  to  the  donee  spouse  as  sole  Joint 
tenant  with  the  donor  or  as  tenant  by  the 
entirety,  the  interest  of  the  donor  in  the 
property  which  exists  solely  by  reason  of  the 
possibility  that  the  donor  may  survive  the 
donee  spouse,  or  that  there  may  occur  a 
severance  of  the  tenancy,  shall  not  be  con¬ 
sidered  for  purposes  of  subsection  (b)  as  an 
interest  retained  by  the  donor  in  himself. 

§  25.2523  (d)-l  Joint  interests.  Sec¬ 
tion  2523  (d)  provides  that  if  a  property 
interest  is  transferred  to  the  donee 
spouse  as  sole  joint  tenant  with  the 
donor  or  as  a  tenant  by  the  entirety,  the 
interest  of  the  donor  in  the  property 
which  exists  solely  by  reason  of  the  pos¬ 
sibility  that  the  donor  may  survive  the 
donee  spouse,  or  that  there  may  occur  a 
severance  of  the  tenancy,  is  not  for  the 
purposes  of  section  2523  (b),  to  be  con¬ 
sidered  as  an  interest  retained  by  the 
donor  in  himself.  Under  this  provision, 
the  fact  that  the  donor  may,  as  surviving 
tenant,  possess  or  enjoy  the  property 
after  the  termination  of  the  interest 
transferred  to  the  donee  spouse  does  not 
preclude  the  allowance  of  the  marital 
deduction  with  respect  to  the  latter  in¬ 
terest.  Thus,  if  the  donor  purchased  real 
property  in  the  name  of  himself  and  wife 
as  tenants  by  the  entirety,  or  as  joint 
tenants  with  right  of  survivorship  and, 
pursuant  to  the  provisions  of  section 
2515  (c),  elected  to  treat  such  transac¬ 
tion  as  a  completed  gift  in  the  calendar 
year  effected,  a  marital  deduction  equal 
to  one-half  the  value  of  the  interest  of 
the  donee  spouse  in  such  property  may  be 
taken.  See  §  25.2523  (b)-l  (c),  and 
section  2524. 

§  25.2523  (e)  Statutory  provisions; 
gift  to  spouse;  life  estate  with  power  of 
appointment  in  donee  spouse. 

Sec.  2523.  Gift  to  spouse.  *  *  • 

(e)  Life  estate  with  power  of  appointment 
in  donee  spouse.  Where  the  donor  transfers 
an  interest  in  property,  if  by  such  transfer 
bis  spouse  is  entitled  for  life  to  all  of  the 
income  from  the  entire  interest,  or  all  the 
Income  from  a  specific  portion  thereof,  pay¬ 
able  annually  or  at  more  frequent  intervals, 
with  power  in  the  donee  spouse  to  appoint 
the  entire  interest,  or  such  specific  portion 


(exercisable  in  favor  of  such  donee  spouse, 
or  of  the  estate  of  such  donee  spouse,  or  in 
favor  of  either,  whether  or  not  in  each 
case  the  power  is  exercisable  in  favor  of 
others),  and  with  no  power  in  any  other 
person  to  appoint  any  part  of  such  interest, 
or  such  portion,  to  any  person  other  than 
the  donee  spouse — 

( 1 )  The  interest,  or  such  portion,  so  trans¬ 
ferred  shall,  for  purposes  of  subsection  (a) 
be  considered  as  transferred  to  the  donee 
spouse,  and 

(2)  No  i>art  of  the  interest,  or  such  por¬ 

tion,  so  transferred  shall,  for  purposes 
of  subsection  (b)  (1),  be  considered  as 

retained  in  the  donor  or  transferred  to  any 
person  other  than  the  donee  spouse. 

This  subsection  shall  apply  only  if,  by  such 
transfer,  such  power  in  the  donee  spouse  to 
appoint  the  Interest,  or  such  portion, 
whether  exercisable  by  will  or  during  life,  is 
exercisable  by  such  spouse  alone  and  in  all 
events. 

§  25.2523  (e)-l  Marital  deduction; 

life  estate  with  power  of  appointment  in 
donee — (a)  In  general.  Section  2523  (e) 
provides  that  if  an  interest  in  property  is 
transferred  by  a  donor  to  his  spouse 
(whether  or  not  in  trust)  and  the  spouse 
is  entitled  for  life  to  all  the  income  from 
the  entire  interest  or  all  the  income  from 
a  specific  portion  of  the  entire  interest, 
with  a  power  in  her  to  appoint  the  entire 
interest  or  the  specific  portion,  the  in¬ 
terest  transferred  to  her  is  a  deductible 
interest,  to  the  extent  that  it  satisfies 
all  five  of  the  conditions  set  forth  below 
(see  paragraph  (b)  of  this  section  if  one 
or  more  of  the  conditions  is  satisfied  as 
to  only  a  portion  of  the  interest) ; 

(1)  The  donee  spouse  must  be  entitled 
for  life  to  all  of  the  income  from  the  en- 
tii*e  interest  or  a  specific  portion  of  the 
entire  interest,  or  to  a  specific  portion  of 
all  the  income  from  the  entire  interest. 

(2)  The  income  payable  to  the  donee 
spouse  must  be  payable  annually  or  at 
more  frequent  intervals. 

(3)  The  donee  spouse  must  have  the 
power  to  appoint  the  entire  interest  or 
the  specific  portion  to  either  herself  or 
her  estate. 

(4)  The  power  in  the  donee  spouse 
must  be  exercisable  by  her  alone  and’ 
(whether  exercisable  by  will  or  during 
life)  must  be  exercisable  in  all  events. 

(5)  The  entire  interest  or  the  specific 
portion  must  not  be  subject  to  a  power 
in  any  other  person  to  appoint  any  part 
to  any  person  other  than  the  donee 
spouse. 

(b)  Specific  portion;  deductible 
amount.  If  either  the  right  to  income  or 
the  power  of  appointment  given  to  the 
donee  spouse  pertains  only  to  a  specific 
portion  of  a  property  interest,  the  portion 
of  the  interest  which  qualifies  as  a  de¬ 
ductible  interest  is  limited  to  the  extent 
that  the  rights  in  the  donpe  spouse  meet 
all  of  the  five  conditions  described  in 
paragraph  (a)  of  this  section.  While  the 
rights  over  the  income  and  the  power 
must  coexist  as  to  the  same  interest  in 
property,  it  is  not  necessary  that  the 
rights  over  the  income  or  the  power  as 
to  such  interest  be  in  the  same  propor¬ 
tion.  However,  if  the  rights  over  income 
meeting  the  required  conditions  set  forth 
in  paragraph  (a)  (1)  and  (2)  extend 
over  a  smaller  share  of  the  property  in¬ 
terest  than  the  share  with  respect  to 
which  the  power  of  appointment  require- 
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ments  set  forth  In  paragraph  (a)  (3) 
through  (5)  are  satisfied,  the  deductible 
interest  is  limited  to  the  smaller  share. 
Conversely,  if  a  power  of  appointment 
meeting  all  the  requirements  extends  to 
a  smaller  portion  of  the  property  interest 
than  the  portion  over  which  the  income 
rights  pertain,  the  deductible  interest 
cannot  exceed  the  value  of  the  portion 
to  which  such  power  of  appointment  ap¬ 
plies.  Thus,  if  the  donor  gives  to  the 
donee  spouse  the  right  to  receive  an¬ 
nually  all  of  the  income  from  a  particular 
property  interest  and  a  power  of  ap¬ 
pointment  meeting  the  specifications 
prescribed  in  paragraph  (a)  (3)  through 
(5)  above  as  to  only  one-half  of  the 
property  interest,  then  only  one-half  of 
the  property  interest  is  treated  as  a  de¬ 
ductible  interest.  Correspondingly,  if 
the  income  interest  of  the  spouse  satis¬ 
fying  the  requirements  extends  to  only 
one-fourth  of  the  property  interest  and 
a  testamentary  power  of  appointment 
satisfying  the  requirements  extends  to  all 
of  the  property  interest,  then  only  one- 
fourth  of  the  interest  in  the  spouse  quali¬ 
fies  as  a  deductible  interest.  Further,  if 
the  donee  spouse  has  no  right  to  income 
from  a  specific  portion  of  a  property  in¬ 
terest  but  a  testamentary  power  of  ap¬ 
pointment  which  meets  the  necessary 
conditions  over  the  entire  interest,  then 
none  of  the  interest  qualifies  for  the  de¬ 
duction.  In  addition,  if,  from  the  time  of 
the  transfer,  the  donee  spouse  has  a 
power  of  appointment  meeting  all  of  the 
required  conditions  over  three-fourths  of 
the  entire  property  interest  and  the  pre¬ 
scribed  income  rights  over  the  entire  in¬ 
terest,  but  with  a  power  in  another  per¬ 
son  to  appoint  one-half  of  the  entire 
interest,  the  value  of  the  interest  in  the 
donee  spouse  over  only  one-half  of  the 
property  interest  will  qualify  as  a  de¬ 
ductible  interest. 

(c)  Definition  of  "specific  portion". 
A  partial  interest  in  property  is  not 
treated  as  a  specific  portion  of  the  entire 
interest  unless  the  rights  of  the  donee 
spouse  in  income  and  as  to  the  power 
constitute  a  fractional  or  percentile 
share  of  a  property  interest  so  that  such 
interest  or  share  in  the  donee  spouse  re¬ 
flects  its  proportionate  share  of  the  in¬ 
crement  or  decline  in  the  whole  of  the 
property  interest  to  which  the  income 
rights  and  the  power  relate.  Thus,  if 
the  right  of  the  spouse  to  income  and 
the  power  extend  to  one-half  or  a  speci¬ 
fied  percentage  of  the  property,  or  the 
equivalent,  the  interest  is  considered  as  a 
specific  portion.  On  the  other  hand,  if 
the  annual  income  of  the  spouse  is  lim¬ 
ited  to  a  specific  sum,  or  if  she  has  a 
power  to  appoint  only  a  specific  sum  out 
of  a  larger  fund,  the  interest  is  not  a 
deductible  interest.  Even  though  the 
rights  in  the  donee  spouse  may  not  be 
expressed  in  terms  of  a  definite  fraction 
or  percentage,  a  deduction  may  be  allow¬ 
able  if  it  is  shown  that  the  effect  of  local 
law  is  to  give  the  spouse  rights  which 
are  identical  to  those  she  would  have 
acquired  if  the  size  of  the  share  had  been 
expressed  in  terms  of  a  definite  fraction 
or  percentage.  The  following  examples 
illustrate  the  application  of  this  and  the 
preceding  paragraphs  of  this  section: 


Example  (1).  The  donor  transferred  to  a 
trustee  500  identical  shares  of  X  Company 
stock.  He  provided  that  during  the  lifetime 
of  the  donee  spouse  the  trustee  should  pay 
her  annually  one-half  of  the  trust  income  or 
$6,000,  whichever  is  the  larger.  The  spouse 
was  also  given  a  general  power  of  appoint¬ 
ment,  exercisable  by  her  last  will  over  the 
sum  of  $160,000  or  over  three-fourths  of  the 
trust  corpus,  whichever  should  be  of  larger 
value.  Since  there  is  no  certainty  that  the 
trust  income  will  not  vary  from  year  to  year, 
for  purposes  of  paragraphs  (a)  and  (b)  of 
this  section,  an  annual  pa3rment  of  a  speci¬ 
fied  sum,  such  as  the  $6,000  provided  for  in 
this  case,  is  not  considered  as  representing 
the  income  from  a  definite  fraction  or  a  spe¬ 
cific  portion  of  the  entire  interest  if  that  were 
the  extent  of  the  spouse’s  interest.  How¬ 
ever,  since  the  spouse  is  to  receive  annually 
at  least  one-half  of  the  trust  income,  she 
will,  for  purposes  of  paragraphs  (a)  and  (b) 
of  this  section,  be  considered  as  receiving  all 
of  the  income  from  one-half  of  the  entire 
interest  in  the  stock.  Inasmuch  as  there  is 
no  certainty  that  the  value  of  the  stock  will 
be  the  same  on  the  date  of  the  donee  spouse’s 
death  as  it  was  on  the  date  of  the  transfer 
to  the  trustee,-  for  purposes  of  paragraphs 
(a)  and  (b)  of  this  section,  a  specified  sum, 
such  as  the  $160,000  provided  for  in  this  case, 
is  not  considered  to  be  a  definite  fraction  of 
the  entire  interest.  However,  since  the  donee 
spouse  has  a  general  power  of  appointment 
over  at  least  threp-fourths  of  the  trust  cor¬ 
pus,  she  is  considered  as  having  a  general 
power  of  appointment  over  three-fourths  of 
the  entire  interest  in  the  stock. 

Example  (2).  The  donor  transferred  to  a 
trustee  an  office  building  and  250  identical 
shares  of  Y  Company  stock.  He  provided 
that  during  the  lifetime  of  the  donee  spouse 
the  trustee  should  pay  her  annually  three- 
fourths  of  the  trust  Income.  The  spouse  was 
given  a  general  power  of  appointment,  exer¬ 
cisable  by  will,  over  the  office  building  and 
100  shares  of  the  stock.  By  the  terms  of  the 
trust  instrument  the  donee  spouse  is  given 
all  the  income  from  a  definite  fraction  of  the 
entire  interest  in  the  office  building  and  in 
the  stock.  She  also  has  a  general  power  of 
appointment  over  the  entire  interest  in  the 
office  building.  However,  since  the  amount 
of  property  represented  by  a  single  share  of 
stock  would  be  altered  if  the  corporation 
split  its  stock,  issued  stock  dividends,  made 
a  distribution  of  capital,  etc.,  a  power  to 
appoint  100  shares  at  the  time  of  the  donee 
spouse’s  death  is  not  the  same  necessarily 
as  a  power  to  appoint  io%5o  of  the  entire 
interest  which  the  250  shares  represented  on 
the  date  of  the  gift.  If  it  is  shown  in  this 
case  that  the  effect  of  local  law  is  to  give 
the  spouse  a  general  power  to  appoint  not 
only  the  100  shares  designated  by  the  donor 
but  also  io%r.o  of  any  shares  or  amounts 
which  are  distributed  by  the  corporation  and 
included  in  the  corpus,  the  requirements  of 
this  paragraph  will  be  satisfied  and  the  donee 
spouse  will  be  considered  as  having  a  general 
power  to  appoint  of  the  entire  interest 
in  the  250  shares. 

(d)  Definition  of  "entire  interest". 
Since  a  marital  deduction  is  allowed  for 
each  qualifying  separate  interest  in  prop¬ 
erty  transferred  by  the  donor  to  the 
donee  spouse,  for  purposes  of  paragraphs 
(a)  and  (b)  of  this  section,  each  property 
interest  with  respect  to  which  the  donee 
spouse  received  some  rights  is  considered 
separately  in  determining  whether  her 
rights  extend  to  the  entire  interest  or  to 
a  specific  portion  of  the  entire  interest. 
A  property  interest  which  consists  of 
several  identical  units  of  property  (such 
as  a  block  of  250  shares  of  stock,  whether 
the  ownership  is  evidenced  by  one  or 
several  certificates)  is  considered  one 


property  Interest,  unless  certain  of  the 
units  are  to  be  segregated  and  accorded 
different  treatment,  in  which  case  each 
segregated  group  of  items  is  considered  a 
separate  property  interest.  The  bequest 
of  a  specified  sum  of  money  consitutes 
the  bequest  of  a  separate  property  in¬ 
terest  if  immediately  following  the  trans¬ 
fer  and  thenceforth  it,  and  the  invest¬ 
ments  -made  with  it,  must  be  so  segre¬ 
gated  as  to  permit  its  identification  as  a 
separate  item  of  property.  The  appli¬ 
cation  of  this  paragraph  may  be  illus¬ 
trated  by  the  following  examples: 

Example  (1).  The  donor  transferred  to  a 
trustee  three  adjoining  farms.  Blackacre, 
Whiteacre,  and  Greenacre.  The  trust  instru¬ 
ment  provided  that  during  the  lifetime  of 
the  donee  spouse  the  trustee  should  pay  her 
all  of  the  income  from  the  trust.  Upon  her 
death,  all  of  Blackacre,  a  one-half  interest  in 
Whiteacre,  and  a  one-third  interest  in  Green- 
acre  were  to  be  distributed  to  the  person  or 
persons  appointed  by  her  in  her  will.  The 
donee  spouse  is  considered  as  being  entitled 
to  all  of  the  income  from  the  entire  interest 
in  Blackacre,  all  of  the  income  from  the  en¬ 
tire  interest  in  Whiteacre,  and  all  of  the  in¬ 
come  from  the  entire  interest  in  Greenacre. 
She  is  also  considered  as  having  a  power  of 
appointment  over  the  entire  interest  in 
Blackacre,  over  one-half  of  the  entire  interest 
in  Whiteacre,  and  over  one-third  of  the  entire 
interest  in  Greenacre. 

Example  (2).  The  donor  transferred 
$250,000  to  C,  as  trustee.  C  is  to  invest  the 
money  and  pay  all  of  the  Income  from  the  in¬ 
vestments  to  W,  the  donor’s  spouse,  annually. 
W  was  given  a  general  power,  exercisable  by 
will,  to  appoint  half  of  the  corpus  of  the 
trust.  Here,  immediately  following  estab¬ 
lishment  of  the  trust,  the  $250,000  will  be 
sufficiently  segregated  to  permit  its  identifi¬ 
cation  as  a  separate  item,  and  the  $250,000 
will  constitute  an  entire  property  interest. 
Therefore,  W  has  a  right  to  income  and  a 
power  of  appointment  such  that  one-half  of 
the  entire  interest  is  a  deductible  interest. 

Example  (3).  The  donor  transferred  100 
shares  of  Z  Corporation  stock  to  D,  as  trustee. 
W.  the  donor’s  spouse,  is  to  receive  all  of  the 
income  of  the  trust  annually  and  is  given  a’ 
general  power,  exercisable  by  will,  to  ap¬ 
point  out  of  the  trust  corpus  the  sum  of 
$25,000.  In  this  case  the  $25,000  is  not,  im¬ 
mediately  following  establishment  of  the 
trust,  sufficiently  segregated  to  permit  its 
Identification  as  a  separate  item  of  property 
in  which  the  donee  spouse  has  the  entire  in¬ 
terest.  Therefore,  the  $25,000  does  not  con¬ 
stitute  the  entire  interest  in  a  property  for 
the  purpose  of  paragraphs  (a)  and  (b)  of  this 
section. 

(e)  Application  of  local  law.  In  de¬ 
termining  whether  or  not  the  conditions 
set  forth  in  paragraph  (a)  (1)  through 
(5)  of  this  section  are  satisfied  by  the 
instrument  of  transfer,  regard  is  to  be 
had  to  the  applicable  provisions  of  the 
law  of  the  jurisdiction  under  which  the 
interest  passes  and,  if  the  transfer  is  in 
trust,  the  applicable  provisions  of  the  law 
governing  the  administration  of  the 
trust.  For  example,  silence  of  a  trust 
instrument  as  to  the  frequency  of  pay¬ 
ment  will  not  be  regarded  as  a  failure  to 
satisfy  the  condition  set  forth  in  para¬ 
graph  (a)  (2)  of  this  section  that  income 
must  be  payable  to  the  donee  spouse  an¬ 
nually  or  more  frequently  unless  the  ap¬ 
plicable  law  permits  payment  to  be  made 
less  frequently  than  annually.  The 
principles  outlined  in  this  paragraph  and 
paragraph  (f)  which  are  applied  in  de¬ 
termining  whether  transfers  in  trust 
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meet  such  conditions  are  equally  ap> 
plicable  in  ascertaining  whether,  in  the 
case  of  interests  not  in  trust,  the  donee 
spouse  has  the  equivalent  in  rights  over 
income  and  over  the  property. 

(f)  Right  to  income.  (1)  If  an  inter¬ 
est  is  transferred  in  trust,  the  donee 
spouse  is  “entitled  for  life  to  all  of  the 
income  from  the  entire  interest  or  a 
specific  portion  of  the  entire  interest,” 
for  the  purpose  of  the  condition  set  forth 
in  paragraph  (a)  (1)  of  this  section,  if 
the  effect  of  the  trust  is  to  give  her  sub¬ 
stantially  that  degree  of  beneficial  en¬ 
joyment  of  the  trust  property  during  her 
life  which  the  principles  of  the  law  of 
trusts  accord  to  a  person  who  is  unqual¬ 
ifiedly  designated  as  the  life  beneficiary 
of  a  trust.  Such  degree  of  enjoyment  is 
given  only  if  it  was  the  donor’s  intention, 
as  manifested  by  the  terms  of  the  trust 
instrument  and  the  surrounding  circum¬ 
stances,  that  the  trust  should  produce 
for  the  donee  spouse  during  her  life  such 
an  income,  or  that  the  spouse  shouM 
have  such  use  of  the  trust  property  as 
is  consistent  with  the  value  of  the  trust 
corpus  and  with  its  preservation.  The 
designation  of  the  spouse  as  sole  income 
beneficiary  for  life  of  the  entire  interest 
or  a  specific  portion  of  the  entire  interest 
will  be  sufficient  to  qualify  the  trust  un¬ 
less  the  terms  of  the  trust  and  the  sur¬ 
rounding  circumstances  considered  as  a 
whole  evidence  an  intention  to  deprive 
the  spouse  of  the  requisite  degree  of  en¬ 
joyment.  In  determining  whether  a 
trust  evidences  that  intention,  the  treat¬ 
ment  required  or  permitted  with  respect 
to  individual  items  must  be  considered 
in  relation  to  the  entire  system  provided 
for  the  administration  of  the  trust. 

(2)  If  the  over-all  effect  of  a  trust  is 
to  give  to  the  donee  spouse  such  en¬ 
forceable  rights  as  will  preserve  to  her 
the  requisite  degree  of  enjoyment,  it  is 
immaterial  whether  that  result  is  ef¬ 
fected  by  rules  specifically  stated  in  the 
trust  instrument,  or,  in  their  absence,  by 
the  rules  for  the  management  of  the 
trust  property  and  the  allocation  of  re¬ 
ceipts  and  expenditures  supplied  by  the 
State  law.  For  example,  where  the  State 
law  does  not  provide  for  amortization  of 
bond  premium,  a  provision  in  the  trust 
instrument  for  amortization  by  appro¬ 
priate  periodic  charges  to  interest  will 
not  disqualify  the  interest  transferred  in 
trust. 

(3)  In  the  case  of  a  trust,  the  rules  to 
be  applied  by  the  trustee  in  allocation  of 
receipts  and  expenses  between  income 
and  corpus  must  be  considered  in  rela¬ 
tion  to  the  nature  and  expected  pro¬ 
ductivity  of  the  assets  transferred  in 
trust,  the  nature  and  frequency  of  oc¬ 
currence  of  the  expected  receipts,  and 
any  provisions  as  to  change  in  the  form 
of  investments.  If  it  is  evident  from 
the  nature  of  the  trust  assets  and  the 
rules  provided  for  management  of  the 
trust  that  the  allocation  to  income  of 
such  receipts  as  rents,  ordinary  cash 
dividends  and  interest  will  give  to  the 
spouse  the  substantial  enjoyment  dur¬ 
ing  life  required  by  the  statute,  provi¬ 
sions  that  such  receipts  as  stock  divi¬ 
dends  and  proceeds  from  the  conversion 
of  trust  assets  shall  be  treated  as  corpus 
will  not  disqualify  the  interest  trans- 
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ferred  In  trust.  Similarly,  provision  for 
a  depletion  charge  against  income  in  the 
case  of  trust  assets  which  are  subject  to 
depletion  will  not  disqualify  the  interest 
transferred  in  trust,  imless  the  effect  is 
to  deprive  the  spouse  of  the  requisite 
beneficial  enjoyment.  The  same  prin¬ 
ciple  is  applicable  in  the  case  of  depre¬ 
ciation,  trustees’  commissions,  and  other 
charges. 

(4)  Provisions  granting  administrative 
powers  to  the  trustees  will  not  have  the 
effect  of  disqualifying  an  interest  trans¬ 
ferred  in  trust  unless  the  grant  of  pow¬ 
ers  evidences  the  intention  to  deprive 
the  donee  spouse  of  the  beneficial  enjoy¬ 
ment  required  by  the  statute.  Such  an 
intention  will  not  be  considered  to  exist 
if  the  entire  terms  of  the  instrument  are 
such  that  the  local  courts  will  impose 
reasonable  limitations  upon  the  exercise 
of  the  powers.  Among  the  powers  which 

■  if  subject  to  reasonable  limitations  will 
not  disqualify  the  interest  transferred 
in  trust  are  the  power  to  determine  the 
charges  which  shall  be  made  against  in¬ 
come  and  corpus,  the  power  to  apply  the 
income  or  corpus  for  the  benefit  of  the 
spouse,  and  the  power  to  retain  the  as¬ 
sets  transferred  to  the  trust.  For  exam¬ 
ple,  a  power  to  retain  trust  assets  which 
consist  substantially  of  unproductive 
property  will  not  disqualify  the  interest 
if  the  applicable  rules  for  the  adminis¬ 
tration  of  the  trust  require,  or  permit  the 
spouse  to  require,  that  the  trustee  either 
make  the  property  productive  or  convert 
it  within  a  reasonable  time.  Nor  will 
such  a  power  disqualify  the  interest  if 
the  applicable  rules  for  administration 
of  the  trust  require  the  trustee  to  use  the 
degree  of  judgment  and  care  in  the  exer¬ 
cise  of  the  power  which  a  prudent  man 
would  use  if  he  were  owner  of  the  trust 
assets.  Further,  a  power  to  retain  a  resi¬ 
dence  for  the  spouse  or  other  property 
for  her  personal  use  will  not  disqualify 
the  interest  transferred  in  trust. 

(5)  An  interest  transferred  in  trust 
will  not  satisfy  the  condition  set  forth 
in  paragraph  (a)  (1)  of  this  section  that 
the  donee  spouse  be  entitled  to  all  the 
income  if  the  primary  purpose  of  the 
trust  is  to  safeguard  property  without 
providing  the  spouse  with  the  required 
beneficial  enjoyment.  Such  trusts  in¬ 
clude  not  only  trusts  which  expressly 
provide  for  the  accumulation  of  the  in¬ 
come  but  also  trusts  which  indirectly 
accomplish  a  similar  purpose.  For  ex¬ 
ample,  assume  that  the  corpus  of  a  trust 
consists  substantially  of  property  which 
is  not  likely  to  be  income  producing  dur¬ 
ing  the  life  of  the  donee  spouse  and  that 
the  spouse  cannot  compel  the  trustee  to 
convert  or  otherwise  deal  with  the  prop¬ 
erty  as  described  in  subparagraph  (4)  of 
this  paragraph.  An  interest  transferred 
to  such  a  trust  will  not  qualify  unless  the 
applicable  rules  for  the  administration 
require,  or  permit  the  spouse  to  require, 
that  the  trustee  provide  the  required 
beneficial  enjoyment,  such  as  by  pay¬ 
ments  to  the  spouse  out  of  other  assets 
of  the  trust. 

(6)  If  a  trust  may  be  terminated  dur¬ 
ing  the  life  of  the  donee  spouse,  under 
her  exercise  of  a  power  of  appointment  or 
by  distribution  of  the  corpus  to  her,  the 
interest  transferred  in  trust  satisfies  the 


condition  set  forth  in  paragraph  (a)  (1) 
of  this  section,  that  the  spouse  be  en¬ 
titled  to  all  the  income,  if  the  spouse  is 
entitled  to  the  income  until  the  trust 
terminates. 

(7)  An  interest  transferred  in  triftt 
fails  to  satisfy  the  condition  set  forth  in 
paragraph  (a)  (1)  of  this  section,  that 
the  spouse  be  entitled  to  all  the  income, 
to  the  extent  that  the  income  is  required 
to  be  accumulated  in  whole  or  in  part 
or  may  be  accumulated  in  the  discretion 
of  any  person  other  than  the  donee 
spouse;  to  the  extent  that  the  consent  of 
any  person  other  than  the  donee  spouse 
is  required  as  a  condition  precedent  to 
distribution  of  the  income ;  or  to  the  ex¬ 
tent  that  any  person  other  than  the 
donee  spouse  has  the  power  to  alter  the 
terms  of  the  trust  so  as  to  deprive  her  of 
her  right  to  the  income.  An  interest 
transferred  in  trust  will  not  fail  to  satisfy 
the  condition  that  the  spouse  be  entitled 
to  all  the  income  merely  because  its 
terms  provide  that  the  right  of  the  donee 
spouse  to  the  income  shall  not  be  subject 
to  assignment,  alienation,  pledge,  at¬ 
tachment  or  claims  of  creditors. 

(8)  In  the  case  of  an  interest  trans¬ 
ferred  in  trust,  the  terms  “entitled  for 
life”  and  “payable  annually  or  at  more 
frequent  intervals”,  as  used  in  the  con¬ 
ditions  set  forth  in  paragraph  (a)  (1) 
and  (2)  of  this  section,  require  that  un¬ 
der  the  terms  of  the  trust  the  income  re¬ 
ferred  to  must  be  currently  (at  least 
annually;  see  paragraph  (e)  of  this  sec¬ 
tion  above)  distributable  to  the  spouse 
or  that  she  must  have  such  command 
over  the  income  that  it  is  virtually  hers. 
’Thus,  the  conditions  in  paragraph  (a) 
(1)  and  (2)  of  this  section  are  satisfied 
in  this  respect  if,  under  the  terms  of  the 
trust  instrument,  the  donee  spouse  has 
the  right  exercisable  annually  (or  more 
frequently)  to  require  distribution  to 
herself  of  the  trust  income,  and  other¬ 
wise  the  trust  income  is  to  be  accumu¬ 
lated  and  added  to  corpus.  Similarly,  as 
respects  the  income  for  the  period  be¬ 
tween  the  last  distribution  date  and  the 
date  of  the  spouse’s  death,  it  is  sufficient 
if  that  income  is  subject  to  the  spouse’s 
power  to  appoint.  Thus,  if  the  trust  in¬ 
strument  provides  that  income  accrued 
or  undistributed  on  the  date  of  the 
spouse’s  death  is  to  be  disposed  of  as  if 
it  had  been  received  after  her  death,  and 
if  the  spouse  has  a  power  of  appointment 
over  the  trust  corpus,  the  power  neces¬ 
sarily  extends  to  the  undistributed  in¬ 
come. 

(g)  Power  of  appointment  in  donee 
spouse.  (1)  The  conditions  set  forth  in 
paragraph  (a)  (3)  and  (4)  of  this  sec¬ 
tion,  that  is,  that  the  donee  spouse  must 
have  a  power  of  appointment  exercisable 
in  favor  of  herself  or  her  estate  and  ex¬ 
ercisable  alone  and  in  all  events,  are  not 
met  unless  the  power  of  the  donee  spouse 
to  appoint  the  entire  interest  or  a  spe¬ 
cific  portion  of  it  falls  within  one  of  the 
following  categories: 

(i)  A  power  so  to  appoint  fully  exer¬ 
cisable  in  her  own  favor  at  any  time  dur¬ 
ing  her  life  (as,  for  example,  an  im- 
limited  power  to  invade) ;  or 

(ii)  A  power  so  to  appoint  exercisable 
In  favor  of  her  estate.  Such  a  power,  if 
exercisable  during  life,  must  be  fully 
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exercisable  at  any  time  during  life,  or. 

If  exercisable  by  will,  must  be  fully  exer¬ 
cisable  irrespective  of  the  time  of  her 
death;  or 

(iii)  A  combination  of  the  powers  de¬ 
scribed  imder  subdivisions  (i)  and  (ii) 
of  this  subparagraph.  For  example,  the 
donee  spouse  may,  until  she  attains  the 
age  of  50  years,  have  a  power  to  appoint 
to  herself  and  thereafter  have  a  power  to 
appoint  to  her  estate.  However,  the 
condition  that  the  spouse’s  power  must 
be  exercisable  in  all  events  is  not  satis¬ 
fied  unless  irrespective  of  when  the  donee 
QMuse  may  die  the  entire  interest  or  a 
specific  portion  of  it  will  at  the  time  of 
her  death  be  subject  to  one  power  or  the 
other. 

(2)  The  power  of  the  donee  spouse 
must  be  a  power  to  appoint  the  entire 
interest  or  a  specific  ix>rtion  of  it  as 
nnqualified  owner  (and  free  of  the  trust 
if  a  trust  is  involved,  or  free  of  the  joint 
tenancy  if  a  joint  tenancy  is  involved) 
or  to  appoint  the  entire  interest  or  a 
specific  portion  of  it  as  a  part  of  her 
estate  (and  free  of  the  trust  if  a  trust 
is  involved),  that  is,  in  effect,  to  dispose 
of  it  to  whomsoever  she  rleases.  Thus, 
if  the  donor  transferred  property  to  a  son 
and  the  donee  spouse  as  joint  tenants 
with  right  of  survivorship  and  under 
local  law  the  donee  spouse  has  a  power 
of  severance  exercisable  without  consent 
of  the  other  joint  tenant,  and  by  exer¬ 
cising  this  power  could  acquire  a  one- 
half  interest  in  the  property  as  a  tenant 
in  common,  her  power  of  severance  will 
satisfy  the  conditions  set  forth  in  para¬ 
graph  (a)  (3)  of  this  section  that  she 
have  a  power  of  appointment  in  favor 
of  herself  or  her  estate.  However,  if  the 
donee  spouse  entered  into  a  binding 
agreement  with  the  donor  to  exercise  the 
power  only  in  favor  of  their  issue,  that 
condition  is  not  met.  An  interest  trans¬ 
ferred  in  trust  will  not  be  regarded  as 
failing  to  satisfy  the  condition  merely 
because  takers  in  default  of  the  donee 
spouse’s  exercise  of  the  power  are  desig¬ 
nated  by  the  donor.  The  donor  may 
provide  that,  in  default  of  exercise  of  the 
power,  the  trust  shall  continue  for  an 
additions^  period. 

(3)  A  power  is  not  considered  to  be  a 
power  exercisable  by  a  donee  spouse 
alone  and  in  all  events  as  required  by 
paragraph  (a)  (4)  of  this  section  if  the 
exercise  of  the  power  in  the  donee  spouse 
to  appoint  the  entire  interest  or  a  spe¬ 
cific  portion  of  it  to  herself  or  to  her 
estate  requires  the  joinder  or  consent  of 
any  other  person.  The  power  is  not  “ex¬ 
ercisable  in  all  events’’,  if  it  can  be  ter¬ 
minated  during  the  life  of  the  donee 
spouse  by  any  event  other  than  her  com¬ 
plete  exercise  or  release  of  it.  Further, 
a  power  is  not  “exercisable  in  all  events’* 
if  it  may  be  exercised  for  a  limited  pur¬ 
pose  only.  For  example,  a  power  which 
is  not  exercisable  in  the  event  of  the 
spouse’s  remarriage  is  not  exercisable  in 
all  events.  Likewise,  if  there  are  any 
restrictions,  either  by  the  terms  of  the 
instrument  or  under  applicable  local  law. 
on  the  exercise  of  a  power  to  consume 
property  (whether  or  not  held  in  trust) 
for  the  benefit  of  the  spouse,  the  power 
is  not  exercisable  in  all  events.  Ttius,  if 
a  power  of  invasion  is  exercisable  only 
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for  the  spouse’s  support,  or  only  for  her 
use,  the  power  is  not  exercisable  in  all 
events.  In  order  for  a  power  of  invasion 
to  be  exercisable  in  all  events,  the  donee 
spouse  must  have  the  unrestricted  power 
exercisable  at  any  time  during  her  life 
to  use  all  or  any  part  of  the  property 
subject  to  the  power,  and  to  dispose  of 
it  in  any  manner,  including  the  power  to 
dispose  of  it  by  gift  (whether  or  not  she 
has  power  to  dispose  of  it  by  will) . 

(4)  If  the  power  is  in  existence  at  all 
times  following  the  transfer  of  the  inter¬ 
est,  limitations  of  a  formal  nature  will 
not  disqualify  the  interest.  Examples 
of  formal  limitations  on  a  power  exer¬ 
cisable  during  life  are  requirements  that 
an  exercise  must  be  in  a  particular  form, 
that  it  must  be  filed  with  a  trustee  dur¬ 
ing  the  spouse’s  life,  that  reasonable 
notice  must  be  given,  or  that  reasonable 
intervals  must  elapse  between  successive 
partial  exercises.  Examples  of  formal 
limitations  on  a  power  exercisable  by  will 
are  that  it  must  be  exercised  by  a  will 
executed  by  the  donee  spouse  after  the 
donor’s  death  or  that  exercise  must  be 
by  specific  reference  to  the  power. 

(5)  If  the  donee  spouse  has  the  req¬ 
uisite  power  to  appoint  to  herself  or  her 
estate,  it  is  immat^al  that  she  also  has 
one  or  more  lesser  powers.  Thus,  if  she 
has  a  testamentary  power  to  appoint  to 
her  estate,  she  may  also  have  a  limited 
power  of  withdrawal  or  of  appointment 
during  her  life.  Similarly,  if  she  has  an 
unlimited  power  of  withdrawal,  she  may 
have  a  limited  testamentary  power. 

(h)  Existence  of  a  power  in  another. 
Paragraph  (a)  (5)  of  this  section  pro¬ 
vides  that  a  transfer  described  in  para¬ 
graph  (a)  is  nondeductible  to  the  extent 
that  the  donor  created  a  power  in  the 
trustee  or  in  any  other  person  to  appoint 
a  part  of  the  interest  to  any  person  other 
than  the  donee  spouse.  However,  only 
powers  in  other  persons  which  are  in  op¬ 
position  to  that  of  the  donee  spouse  will 
cause  a  portion  of  the  interest  to  fail 
to  satisfy  the  condition  set  forth  in  para¬ 
graph  (a)  (5)  of  this  section.  Thus,  a 
power  in  a  trustee  to  distribute  corpus 
to  or  for  the  benefit  of  the  donee  spouse 
will  not  disqualify  the  trust.  Similarly, 
a  power  to  distribute  corpus  to  the  spouse 
for  the  support  of  minor  children  will  not 
disqualify  the  trust  if  she  is  legally  obli¬ 
gated  to  support  such  children.  The 
application  of  this  paragraph  may  be 
illustrated  by  the  following  examples: 

-  Example  (I) .  Assume  that  a  donor  created 
a  trust,x  dortginating  his  spouse  as  Income 
beneficiary  lor  life  with  an  unrestricted 
power  in  the  spouse  to  appoint  the  ccopus 
during  her  life.  The  donor  further  provided 
that  in  the  event  the  donee  spouse  should 
die  without  having  exercised  the  power,  the 
trust  should  continue  for'the  life  of  his  son 
with  a  power  in  the  son  to  appoint  the  cor¬ 
pus.  Since  the  power  in  the  son  could  be¬ 
come  exercisable  only  after  the  death  *of  the 
donee  spouse,  the  interest  is  not  regarded 
as  failing  to  satisfy  the  condition  set  forth 
in  paragraph  (a)  (5)  of  this  section. 

Example  (2).  Assume  that  the  donor 
created  a  trust,  designating  his  spouse  as  in- 
emne  ^neficiary  for  life  and  as  donee  of  a 
power 'to  appoint  by  will  the  entire  corpus. 
The  donor  further  provided  that  the  trustee 
could  distribute  30  percent  of  the  corpus  to 
the  donor’s  son  when  he  reached  the  age  of 
85  years.  Since  the  trustee  has  a  power  to 
appoint  30  percent  of  the  entire  interest  for 
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the  benefit  of  a  person  other  than  the  donee 
spouse,  only  70  percent  of  the  interest  placed 
in  trust  satisfied  the  condition  set  forth  in 
paragraph  (a)  (5)  of  this  section.  If,  in  this 
case,  the  donee  spouse  had  a  power,  exercis¬ 
able  by  her  will,  to  appoint  only  one-half  of 
the  corpus  as  it  was  constituted  at  the  time 
of  her  death,  it  should  be  noted  that  only  35 
percent  of  the  interest  placed  in  the  trust 
would  satisfy  the  condition  set  forth  in  para¬ 
graph  (a)  (3)  of  this  section. 

§  25.2523  (f)  Statutory*  provisions: 
community  property. 

Sec.  2523.  Qift  to  spouse.  •  •  • 

it)  Community  property.  (1)  A  deduction 
otherwise  allowable  oinder  this  section  shall 
be  allowed  only  to  the  extent  that  the  trans¬ 
fer  can  be  shown  to  represent  a  gift  of  prop¬ 
erty  which  is  not,  at  the  time  of  the  gift, 
held  as  community  property  under  the  law 
of  any  State,  Territory,  or  possession  of  the 
United  States,  or  of  any  foreign  country. 

(2)  For  purposes  of  paragraph  (1),  com- 
mimity  property  (except  property  which  is 
considered  as  commimity  property  solely  by 
reason  of  paragraph  (3) )  shall  not  be  con¬ 
sidered  as  "held  as  community  property"  if 
the  entire  value  of  such  property  (and  not 
merely  one-half  thereof)  is  treated  as  the 
amount  of  the  gift. 

(3)  If  during  the  calendar  year  1942  or  in 
succeeding  calendar  years,  property  held  as 
such  community  property  (unless  considered 
by  reason  of  paragraph  (2)  as  not  so  held) 
was  by  the  donor  and  the  donee  spouse  con¬ 
verted.  by  one  transaction  or  a  series  of  trans¬ 
actions,  into  separate  property  of  the  donor 
and  such  spouse  (Including  any  form  of  co- 
ownership  by  them),  the  separate  property 
so  acquired  by  the  donor  and  any  property 
acquired  at  any  time  by  the  donor  in  ex¬ 
change  therefor  (by  one  exchange  or  a  se¬ 
ries  of  exchanges)  shall,  for  purposes  Of  para¬ 
graph  (1),  be  considered  as  "held  as  com- 
m\inity  property.” 

(4)  Where  the  value  (at  the  time  of  such 
conversion)  of  the  separate  property  so  ac¬ 
quired  by  the  donor  exceeded  the  value  (at 
such  time)  of  the  separate  property  so  ac¬ 
quired  by  such  spouse,  paragraph  (3)  shall 
apply  only  with  respect  to  the  same  portion 
of  such  separate  property  of  the  donor  as  the 
portion  which  the  value  (as  of  such  time) 
of  such  separate  property  so  acquired  by 
such  spouse  is  of  the  value  las  of  such  time) 
of  the  separate  property  so  acquired  by  the 
donor. 

§  25.2523  (f)-l  MarUal  deduction  in 
cases  involving  community  property — 
(a)  In  general.  The  marital  deduction 
is  allowable  with  respect  to  any  transfer 
by  a  donor  to  his  spouse  only  to  the  ex¬ 
tent  that  such  transfer  can  be  shown  to 
represent  a  gift  of  property  which  was 
not,  at  the  time  of  the  gift,  held  as  “com¬ 
munity  property”,  as  defined  in  para¬ 
graph  (b)  of  this  section.  The  burden  of 
establishing  the  extent  to  which  a  trans¬ 
fer  represents  a  gift  of  property  not  so  . 
held  rests  upon  the  donor. 

(b)  Definition  of  community  prop¬ 
erty.  (1)  For  the  purpose  of  paragraph 
(a)  of  this  section,  the  term  "community 
property”  is  considered  to  include — 

(i)  Any  property  held  by  the  donor 
and  his  spouse  as  community  property 
under  the  law  of  any  State,  Territory, 
or  possession  of  the  United  States,  or 
of  any  foreign  country,  except  prop¬ 
erty  in  which  the  donee  spouse  had  at 
the  time  of  the  gift  merely  an  expectant 
'  interest.  The  donee  spouse  is  regarded 
as  having,  at  any  particular  time,  merely 
an  expectant  interest  in  property  held  at 
that  time  by  the  donor  and  herself 
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cquired  as  community  property,  to  be  deductions  are  authorized  are  Included  in 
cquired  as  separate  property  effects  a  the  “total  amount  of  gifts  made  during 
onversion  of  the  rentals.  the  calendar  year”,  computed  as  provided 

(4)  The  rules  of  section  2523  (f)  are  in  section  2503,  that  is,  the  total  gifts 

applicable,  however,  only  if  the  conver-  less  exclusions.  (See  §  25.2503-1.)  The 
ion  took  place  after  December  31,  1941,  limitation  under  section  2524  is  effective 
md  only  to  the  extent  stated  in  this  with  respect  to  the  marital  deduction 
ection.  when  less  than  one-half  of  the  gifts  with 

(5)  If  the  value  of  the  separate  prop-  respect  to  which  the  deduction  is  au- 
!rty  acquired  by  the  donor  as  a  result  thorized  is  included  in  the  “total  amount 
►f  a  conversion  did  not  exceed  the  value  of  gifts.”  The  following  example  illus- 
>f  the  separate  property  thus  acquired  trates  the  application  of  the  provisions 
)y  the  donee  spouse,  the  entire  separate  of  this  section: 

)roperty  thus  acquired  by  the  donor  is  Example.  The  only  gifts  made  by  a  donor 
Xi  be  considered,  for  the  purposes  of  this  to  his  spouse  during  the  calendar  year  were  I 
section,  as  held  by  him  and  the  donee  a  gift  of  $3,ooo  in  May  and  a  gift  of  $2,000 
iponse  as  community  property.  If  the  in  August.  The  first  $3,000  of  such  gifts  u 
,ralue  (at  the  time  of  conversion)  of  the  excluded  under  the  provisions  of  section  2603 
separate  property  so  acquired  by  the  amount  of  gifti 

lonor  exceeded  the  value  <dt  that  time)  SSJf.S'?, 

■»f  thp  vnnratp  nrnnprtv  ftoniiirpd  bv  deduction  of  $2,500  (one-half  of  $3,000  plvu 
31  me  separate  property  so  acquire  oy  one-haif  of  $2,000)  otherwise  allowable  U 

the  donee  spouse,  only  a  part  of  the  limited  by  section  2524  to  $2,000. 
separate  property  so  acquired  by  the 

ionor  (and  only  the  same  fractional  part  procedure  and  administration 

of  the  property  acquired  by  him  in  ex-  §  25.6001  Statutory  provisions;  notice 
change  for  such  separate  property)  is  to  or  regulations  requixing  records,  state- 
be  considered,  for  purposes  of  this  sec-  ments  and  special  returns. 
tion.  as  held  by  him  and  the  donee  spouse  „ 

bavxa,  0.0  xxciu  ujr  aiuxx  oxau  QOOI.  Noticc  OT  regulatious  TequiritiM 

as  community  property.  The  part  of  records,  statements,  and  special  returns. 
such  separate  property  (or  property  ac-  Every  person  liable  for  any  tax  imposed  by 
quired  in  exchange  for  it)  which  is  con-  this  title,  or  for  the  collection  thereof,  shall 
sidered  as  so  held  is  the  same  proportion  keep  such  records,  render  such  statements, 
of  it  which  the  value  (at  the  time  of  the  make  such  returns,  and  comply  with  such 
conversion)  of  the  separate  property  so  Tuies  and  regulations  as  the  Secretary  or  hit 
acquired  by  the  donee  spouse  is  of  the  ^i®^®^®  thne  to  time  prescrtbe, 

value  (at  that  time)  of  the  seoarate  Whenever  in  the  Judgment  of  the  Secretary 
value  (at  mat  tune)  <)i  me  separa^  or  his  delegate  it  is  necessary,  he  may  require 

property  so  acquired  by  the  donor.  The  person,  by  notice  served  upon  such 

following  example  illustrates  the  appli-  person  or  by  regulations,  to  make  such  re- 
cation  of  the  provisions  of  this  para-  turns,  render  such  statements,  or  keep  such 
graph:  records,  as  the  Secretary  or  his  delegate 

Example.  During  1942  the  donor  and  his 
spouse  partitioned  certain  real  property  held 
by  them  under  community  property  laws. 

The  real  property  then  had  a  value  of  $224,-  §  25.6001-1  Records  required  to  he 

000.  A  portion  of  the  property,  then  having  kept—ia.)  In  general.  Every  person  sub- 
a  value  of  $160,000.  wu  conve^d  Into  the  ject  to  taxation  under  chapter  12  of  the 

Revenue  code  of  1954  shaU  for 
converted  Into  his  spouse’s  separate  property.  purpose  of  determining  the  total 

In  1955  the  donor  made  a  gift  to  his  six>use  amount  of  his  gifts,  keep  such  permanent 
of  the  property  acquired  by  him  as  a  result  books  of  account  or  records  as  are  necea- 

of  the  ^>artitlon,  which  property  then  had  sary  to  establish  the  amount  of  his  total 

a  value  of  $200,000.  The  portion  of  the  prop-  gifts  (limited  as  provided  by  section 
erty  transfOTed  by  gilt  which  Is  considered  2503  (b) ).  together  with  the  deductiom 
as  community  property  is  allowable  In  determining  the  amount  of 

$64,000  (value  of  property  acquired  by  donee  his  taxable  gifts,  and  the  other  informa- 

_  spouse) _  tion  required  to  be  shown  in  a  gift  tax 

$160,000  (value  of  property  acquired  by  donor  return. 

spouse)  (b)  Supplemental  data.  In  order  that 

X  $200,000 =$80,000.  The  marital  deduction  the  district  director  may  determine  the 
with  respect  to  the  gift  Is.  therefore,  limited  correct  tax  the  donor  shall  furnish  such 
to  one-half  of  $120,000  (the  difference  be-  supplemental  data  as  may  be  deemed 
tween  $200,000,  the  value  of  ttie  gift,  and  necessary  by  the  district  director.  It  ia, 

therefore,  the  duty  of  the  donor  to  fur- 
have  been  of  community  property  ) .  The  imnn  renuest  cnoies  of  all  docu- 

marltal  deduction  with  respect  to  the  gift  Is,  upon  request  cop^  oi  ail  aocu 

therefore,  $60,000.  ments  relating  to  his  gift  or  gifts,  ap¬ 

praisal  lists  of  any  items  included  in  the 
I  25.2524  Statutory  provisions:  extent  Jotal  amount  of  gifts,  copies  of  balance 
of  deductions.  sheets,  or  other  financial  statements  ob- 

Sec^  2524.  Extent  of  deductions.  The  de-  tainable  by  him  relating  to  the  value  of 
ductlons  provided  in  sections  2522  and  2523  stock  constituting  the  gift,  and  any  other 
shall  be  allowed  only  to  the  extent  that  the  information  obtainable  by  him  that  may 
gifts  therein  specifi^  are  in^uded  in  the  be  necessary  in  the  determination  of  the 

“«•  <S«e  section  2512  and  the  reguto- 
Uona  arc  applied.  >  uv.. 
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rector,  the  insurance  company  shall  file 
this  statement  direct  with  the  district 
director. 

§  25.6001-2  Donees  and  trustees  re- 
(piired  to  file  information  return.  An 
Information  return  on  Form  710  must  be 
filed  by  every  donee  or  trustee  (except  in 
the  case  of  an  organization  receiving  a 
gift  for  a  public,  charitable,  etc.,  purpose 
as  hereinafter  explained)  to  whom  is 
transferred  in  any  one  calendar  year 
property  by  gift  for  which,  as  set  forth  in 
1 25.6019-1,  the  donor  is  required  to  file 
a  gift  tax  return.  An  organization  which 
has  been  held  by  the  district  director  to 
come  within  the  purview  of  section  2522 
(a),  or  the  corresponding  provision  of 
(Mior  law,  need  not  file  such  information 
return  if  the  gift  was  made  by  a  citizen 
or  resident  of  the  United  States.  An 
organization  which  has  been  held  by  the 
district  director  to  come  within  the  pur¬ 
view  of  section  2522  (b),  or  the  corre¬ 
sponding  provision  of  prior  law,  need  not 
file  such  information  return  if  the  gift 
was  made  by  a  nonresident  not  a  citizen 
of  the  United  States.  When  a  gift  is 
made  in  trust  the  information  return 
should  be  filed  by  either  the  beneficiary 
of  the  trust  or  the  trustee,  but  only  one 
information  return  is  required.  If  the 
donor  retains  a  power  over  transferred 
property,  the  information  return  (which 
is  for  information  purpose  only)  should 
be  filed  even  though  it  is  considered  that 
the  retention  of  the  power  renders  the 
transfer  wholly  incomplete  as  a  gift  with¬ 
in  the  meaning  of  the  statute.  The  in¬ 
formation  return  shall  disclose  the 
following  information;  (1)  name  and 
address  of  donor,  (2)  date  of  transfer, 
(3)  a  general  description  of  the  property 
transferred,  and  (4)  the  approximate 
value  thereof  at  the  date  of  the  transfer. 
When  a  husband  and  wife  consent  (or 
contemplate  consenting)  that  gifts  made 
by  either  of  them  to  third-party  donees 
diall  be  considered  as  made  one-half  by 
each  spouse,  as  provided  by  section  2513, 
the  information  return  shall,  neverthe¬ 
less,  identify  the  actual  donor.  If  the 
donee  dies  or  becomes  legally  incompe¬ 
tent,  his  executor,  administrator,  guard¬ 
ian  or  committee,  as  the  case  may  be, 
shall  file  such  information  return  as 
would  be  required  of  the  donee.  See 
IS  25.6071-1  and  25.6091-1  for  the  time 
and  place  for  the  filing  of  the  informa¬ 
tion  return. 

,1 25.6011  Statutory  provisions;  gener¬ 
al  requirement  of  return,  statement,  or 
list. 


5  25.6011-1  Form  of  information  re¬ 
turn,  gift  tax  return,  and  certain  evi¬ 
dence  —  (a)  Information  return.  The 


(b)  Deceased  donor.  If  the  doix>r  dies 
before  filing  his  return,  the  executor  of 
his  will  or  the  administrator  of  his  estate 


donee’s  m:  trustee’s  information  return  of  shall  file  the  return.  If  the  donor  be- 


gifts  shall  be  made  on  Form  710.  See 
§  25.6001-2  for  the  circumstances  under 
which  the  filing  of  a  donee’s  or  trustee’s 
Information  return  of  gifts  is  required. 

(b)  Gift  tax  return.  ’The  gift  tax  re¬ 
turn  shall  be  made  on  Form  709,  regard¬ 
less  of  whether  the  donor  was  a  citizen 
or  resident  of  the  United  States  or  was 
a  nonresident  not  a  citizen.  See 
§§  25.6019-1  and  25.6019-2  for  the  cir¬ 
cumstances  under  which  the  filing  of  a 
gift  tax  return  is  required. 

(c)  Life  insurance  statement.  The  life 
insurance  statement  shall  be  made  on 
Form  938.  See  §  25.6001-1  (b)  for  the 
circumstances  under  which  furnishing  of 
a  life  insurance  statement  is  required. 

§  25.6011-2  Use  of  prescribed  forms. 
Copies  of  the  forms  prescribed  by 
§  25.6011-1  may  be  obtained  from  dis¬ 
trict  directors.  The  fact  that  a  person 
required  to  file  a  form  has  not  been 
furnished  with  copies  of  a  form  will  not 
excuse  him  from  the  making  of  an  in¬ 
formation  return  or  a  gift  tax  return,  or 
from  the  furnishing  of  the  evidence  for 
which  the  forms  specified  in  §  25.6011-1 
are  to  be  used.  Application  for  a  form 
should  be  made  to  the  district  director  in 
ample  time  to  enable  the  person  whose 
duty  it  is  to  file  the  form  to  have  the 
form  prepared,  verified,  and  filed  with 
the  district  director  on  or  before  the  date 
prescribed  for  the  filing  thereof. 


comes  legally  incompetent  before  filing 
his  return,  his  guardian  or  committee 
shall  file  the  return. 

(c)  Ratification  of  return.  ’The  re¬ 
turn  shall  not  be  made  by  an  agent  un¬ 
less  by  reason  of  illness,  absence,  or  non¬ 
residence,  the  person  liable  for  the  return 
is  unable  to  make  it  within  the  time  pre¬ 
scribed.  Mere  convenience  is  not  suf¬ 
ficient  reason  for  authorizing  an  agent 
to  make  the  return.  If  by  reason  of  ill¬ 
ness,  absence  or  nonresidence,  a  return 
is  made  by  an  agent,  the  return  must  be 
ratified  by  the  doncn*  or  other  person 
liable  for  its  filing  within  a  reasonable 
time  after  such  person  becomes  able  to 
do  so.  If  the  return  filed  by  the  agent  is 
not  so  ratified,  it  will  not  be  considered 
the  return  required  by  the  statute.  Sup¬ 
plemental  data  may  be  submitted  at  the 
time  of  ratification.  The  ratification 
may  be  in  the  form  of  a  statement,  exe¬ 
cuted  under  the  penalties  of  perjury  and 
filed  with  the  district  director,  showing 
specificallsr  that  the  return  made  by  the 
agent  has  been  carefully  examined  and 
that  the  person  signing  ratifies  the  re¬ 
turn  as  the  donor’s.  If  a  return  is  signed 
by  an  agent,  a  statement  fully  explaining 
the  inability  of  the  donor  must  accom¬ 
pany  the  return. 

§  25.6019-2  Returns  required  in  case 
of  consent  under  section  2513.  Except 
as  otherwise  carovided  in  this  section,  the 


dress  of  donor,  (2)  date  of  transfer,  returns. 

)  a  general  description  of  the  property  ^oio.  Gift  tax  returns — (a)  In  gen- 

msferred,  and  (4)  the  approximate  individual  who  in  any  calendar 

lue  thereof  at  the  date  of  the  transfer  y®®*”  ra&lies  any  transfers  by  gift  (except  those  . 
me  tnereoi  at  tne  aate  oi  me  trai^ier.  under  section  2503  (b)  are  not  to  be 

hen  a  husband  and  wife  coment  (or  included  in  the  total  amount  of  gifts  for  such 
ntcmpl&tc  consenting)  th&t  gifts  ind,de  yeax)  shall  make  a  return  with  respect  to 
either  of  them  to  third-party  donees  thtkgift  tax  imposed  by  subtitle  B. 
all  be  considered  as  made  one-half  by  (b)  Tenancy  by  the  entirety.  For  pro- 
ch  spouse,  as  provided  by  section  2513,  visions  relating  to  requirement  of  return 
e  information  return  shall,  neverthe-  election  as  to  the  treatment 

5S.  identify  the  actual  donor.  If  the 

inee  dies  or  becomes  legally  incompe-  ^ 

nt,  his  executor,  administrator,  guard-  §  25.6019-1  Persons  required  to  file 
n  or  committee,  as  the  case  may  be,  returns — (a)  In  general.  Any  individual 
tall  file  such  information  return  as  citizen  or  resident  of  the  United  States 
3uld  be  required  of  the  donee.  See  who  within  the  calendar  year  1955,  or 
25.6071-1  and  25.6091-1  for  the  time  within  any  calendar  year  thereafter. 
Id  place  for  the  filing  of  the  informa-  makes  a  transfer  or  transfers  by  gift  to 
Dn  return.  any  one  donee  of  a  value  or  total  value  in 

t  oe  on.* «'  X  X  •  •  excess  of  $3,000  (or  regardless  of  value 

5  25.6011  Statutory  proms, ons;  gener-  ^  ^  ^ 

requirement  o/  return,  statement,  or  property)  must  file  a  gilt  tax  return 

on  Form  709  for  that  year.  A  nonresident 
Sec.  6011.  General  requirement  of  return,  not  a  citizen  of  the  United  States  who 
atement,  or  list — (a)  General  rule.  When  «  made  such  a  gift  must  also  file  a  return 

Sf  xr  ^  Py  ^5®  if  under  §  25.2511-3  the  transfer  is  sub- 

scretary  or  his  delegate  any  person  made  ■..04^,,,.,.  4*. 

ible  fnr  ftnn  t.nx  Imrw-tsprl  Ysv  t.Vila  nr  fnr  jCCt  tO  the  gift  taX.  The  retum  IS  TC- 


125.6019  Statutory  provisions;  gift  Promions  of  5  25  6019-1  are  applicable 


statement,  or  list — (a)  General  rule.  When 
required  by  regulations  prescribed  by  the 
Secretary  or  his  delegate  any  person  made 
liable  for  any  tax  imp>osed  by  this  title,  or  for. 
the  collection  thereof,  shaU  make  a  return  or 
statement  according  to  the  forms  and  regu¬ 
lations  prescribed  by  the  Secretary  or  his 
delegate.  Every  person  required  to  make  a 
return  or  statement  shall  include  therein 
the  information  required  by  such  f(»'ms  or 
regulations. 

*  *  •  •  * 

(c)  Income,  estate,  and  gift  taxes.  For  re¬ 
quirement  that  returns  of  income,  estate,  and 
gift  taxes  be  made  whether'  or  not  there  is 
tax  liability,  see  sections  6012  to  6019,  in¬ 
clusive. 


quired  even  though  because  of  the  deduc¬ 
tions  authorized  by  sections  2522  (specific 
exemption),  2523  (charitable,  etc.,  de¬ 
duction),  aijd  2524  (marital  deduction) 
no  t^  may  be  payable.  Individu^  only 
are  required  to  file  returns  and  not  trusts, 
‘  estates,  partnerships  or  corporations. 
See  |§  25.6011-1, 25.6075-1,  and  25.6091-1 
for  the  form  on  which  the  retum  shall  be 
made,  and  for  the  time  and  place  for 
filing.  ’The  filing  of  only  one  copy  of  the 
gift  tax  return  is  required. 


with  respect  to  the  filing  of  a  gift  tax 
retum  or  returns  in  the  case  of  a  husband 
and  wife  who  consent  (see  §  25.2513-1)  to 
the  application  of  section  2513.  In  such 
cases,  if  both  of  the  consenting  spouses 
are  (without  regard  to  the  provisions  of 
section  2513)  required  under  the  provi¬ 
sions  of  §  25.6019-1  to  file  returns,  returns 
must  be  filed  by  both  spouses.  If  only  one 
of  the  consenting  spouses  is  (without  re¬ 
gard  to  the  provisions  of  section  2513) 
required  under  §  25.6019-1  to  file  a  re¬ 
tum,  a  retum  must  be  filed  by  that 
spouse.  In  the  latter  case,  if  after 'giv¬ 
ing  effect  to  the  provisions  of  section  2513 
the  other  spouse  is  considered  to  have 
made  any  gift  (regardless  of  value)  of  a 
future  interest  in  property  or  any  gift 
or  gifts  to  any  one  third-party  donee  ex¬ 
ceeding  $3,000  in  value,  then  a  r6tum 
must  also  be  filed  by  such  other  spouse. 
’Thus,  if  during  any  calendar  year  the 
husband  made  a  gift  of  $5,000  to  a  son 
(the  gift/not  being  a  future  interest  in 
property)  and  the  wife  made  no  gifts, 
only  the  husband  is  required  to  file  a 
return  for  such  year.  However,  if  the 
wife  had  mAde  a  gift  of  $2,000  to  the  same 
son,  or  if  the  gift  made  by  the  husband 
had  amoimted  to  $7,000,  each  spouse 
would  be  required  to  file  a  retum  if  the 
consent  is  s^mified  as  provided  in  sec¬ 
tion  2513. 

§  25.6019-3  Contents  of  return — (a) 
In  general.  The  retum  shall  set  forth; 
(1)  each  gift  made  enuring  the  calendar 
year  which  imder  sections  2511  through 
2515  is  to  be  included  in  computing  tax¬ 
able  gifts;  (2)  the  deductions  claimed 
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and  allowable  under  sections  2521 
through  2524;  and  (3)  the  taxable  gifts 
made  for  each  of  the  preceding  calendar 
years  (see  9  25.2504-1).  In  addition  the 
return  shall  set  forth  the  fair  market 
value  of  all  gifts  not  made  in  money,  in* 
eluding  gifts  resulting  from  sales  and  ex¬ 
changes  of  property  made  for  less  than 
full  and  adequate  consideration  in  money 
or  money’s  worth,  giving,  as  of  the  date 
of  the  s^e  or  exchange,  both  the  fair 
market  value  of  the  property  sold  or 
exchanged  and  that  of  the  consideration 
received  by  the  donor.  If  a  donor  con¬ 
tends  that  his  retained  power  over  prop¬ 
erty  is  of  such  nature  as  to  render  the 
gift  incomplete  (see  9  25.2511-2)  and 
hence  not  subject  to  tax  as  of  the  calen¬ 
dar  year  of  the  initial  transfer,  the  trans¬ 
action  should  be  disclosed  in  the  return 
for  the  calendar  year  of  the  initial  trans¬ 
fer  and  evidence  showing  all  relevant 
facts,  including  a  Copy  oi  the  instrument 
of  transfer,  should  be  submitted  with  the 
return.  The  instructions  printed  on  the 
return  should  oe  carefully  followed.  All 
documents  and  vouchers  used  in  pre¬ 
paring  the  return  should  be  retained  by 
the  donor  so  as  to  be  available  for  in¬ 
spection  by  representatives  of  the  In¬ 
ternal  Revenue  Service  whenever  re¬ 
quired.  A  certified  or  verified  copy  of 
each  document  required  by  the  instruc¬ 
tions  printed  on  the  return  form,  or  any 
documents  the  donor  may  desire  to  sub¬ 
mit,  should  be  filed  with  thb  return. 

(b)  Disclosure  of  transfers  coming 
vHthin  provisions  of  section  2516.  Sec¬ 
tion  2516  provides  that  certain  written 
agreements  betwe^  husband  and  wife 
relative  to  their  ma;;ital  and  property 
rights  are  deemed  to  be  for  full  and  ade¬ 
quate  consideration  in  money  or  money’s 
worth  if  divorce  occurs  within  two  years. 
In  any  case  where  a  husband  and  wife 
enter  into  a  written  agreement  of  the 
type  contemplated  by  section  2516,  and 
the  final  decree  of  divorce  is  not  granted 
on  or  before  the  due  date  (see  9  25.6075-1 
(b) )  for  the  filing  of  a  gift  tax  return  for 
the  calendar  year  in  which  the  agree¬ 
ment  became  effective,  the  transfer  shall 
be  disclosed  by  the  transferor  upon  a  gift 
tax  return  filed  for  the  calendar  year  in 
which  the  agreement  became  effective 
and  a  copy  of  the  agreement  shall  be 
attached  to  the  return.  In  addition,  a 
certified  copy  of  the  divorce  decree  shall 
be  furnished  the  district  director  not 
later  than  60  d£tys  after  the  divorce  is 
granted.  Pending  receipt  of  evidence 
that  the  final  decree  of  divorce  has  been 
granted  (but  in  no  event  for  a  period  of 
more  than  two  years  from  th6  effective 
date  of  the  agreement) ,  the  transfer  will 
tentatively  be  treated  as  one  made  for 
full  and  adequate  consideration  in  money 
or  money’s  worth. 

§  25.6019-4  Description  of  property 
listed  on  return.  In  listing  upon  the  re¬ 
turn  the  property  comprising  the  gifts 
made  during  the  calendar  year,  the  de¬ 
scription  of  it  should  be  such  that  the 
property  may  be  readily  identified. 
Thus,  there  should  be  given  for  each 
parcel  of  real  estate  a  legal  description, 
its  area,  a  short  statement  of  the  char¬ 
acter  of  any  improvements,  and  if  lo¬ 
cated  in  a  city,  the  name  of  street  and 
number.  Description  of  bonds  should 


include  the  number  transferred,  princi¬ 
pal  amoimt,  name  of  obligor,  date  of  ma¬ 
turity,  rate  of  interest,  date  or  dates  on 
which  interest  is  payable,  series  number 
where  there  is  more  than  one  issue,  and 
the  principal  exchange  upon  which 
listed,  or  the  principal  buisness  ofiBce  of 
the  corporation,  if  unlisted.  Description 
of  stocks  should  include  number  of 
shares,  whether  common  or  preferred, 
and,  if  preferred,  what  issue  thereof,  par 
value,  quotation  at  which  returned,  exact 
name  of  corporation,  and.  if  the  stock  is 
imlisted,  the  location  of  the  principal 
business  office,  the  State  in  which  incor¬ 
porated  and  the  date  of  incorporation, 
or  if  the  ^tock  is  listed,  the  principal 
exchange  upon  which  sold.  Description 
of  notes  should  include  name  of  maker, 
date  on  which  given,  date  of  maturity, 
amount  of  principal,  amount  of  principal 
unpaid,  rate  of  interest  and  whether 
simple  or  comfK)imd.  and  date  to  which 
interest  has  been  paid.  If  the  gift  of 
property  includes  accrued  income 
thereon  to  the  date  of  the  gift,  the 
amount  of  such  accrued  income  should 
be  separately  set  forth.  Description  of 
the  seller’s  interest  in  land  contracts 
transferred  should  include  name  of 
buyer,  date  of  contract,  description  of 
property,  sale  price,  initial  payment, 
amounts  of  installment  payments,  un¬ 
paid  balance  of  principal,  interest  rate 
and  date  prior  to  gift  to  which  interest 
has  been  paid.  Description  of  life  in¬ 
surance  policies  should  show  the  name 
of  the  insurer  and  ttie  number  of  the 
policy.  In  describing  an  annuity,  the 
name  and  address  of  the  issuing  com¬ 
pany  should  be  given,  or,  if  payable  out 
of  a  trust  or  other  fimd,  such  a  descrip¬ 
tion  as  will  fully  identify  the  trust  or 
fund.  If  the  annuity  is  payable  for  a 
term  of  years,  the  duration  of  the  term 
and  the  date  on  which  it  began  should 
be  given,  and  if  payable  for  the  lifq  of 
any  person,  the  date  of  birth  of  that 
person  should  be  stated.  Judgments 
should  be  described  by  giving  the  title 
of  the  cause  and  the  name  of  the  court 
in  which  rendered,  date  of  judgment, 
name  and  address  of  judgment  debtor, 
amount  of  judgment,  rate  of  interest  to 
which  subject,  and  by  stating  whether 
any  pp.yments  have  been  made  thereon, 
and,  if  so,  when  and  in  what  amounts. 

§  25.6061  Statutory  provisions:  sign* 
ing  of  returns  and  other  documents. 

Sec.  6061.  Signing  of  returns  and  other 
documents.  Except  as  otherwise  provided 
by  sections  6062  and  6063,  any  return,  state¬ 
ment.  or  other  docuihent  required  to  be  made 
under  any  provision  of  the  internal  revenue 
laws  or  regulations  shall  be  signed  in  accord¬ 
ance  with  forms  or  r^pilatlons  prescribed  by 
the  Secretary  or  his  delegate. 

§  25.6061-1  Signing  of  returns  and 
other  documents.  For  regulations  with 
respect  to  the  signing  of  returns  and 
other  documents,  see  the  Regulations  on 
Procedure  and  Administration  (Part  301 
of  this  chapter) .  ^ 

§  25.6065  Statutory  provisions;  veri¬ 
fication  of  returns. 

Sec.  6065.  Verification  of  returns — (a) 
Penalties  of  perjury.  Except  as  otherwise 
provided  by  the  Secretary  or  his  delegate,  any 
retxirn,  declaration,  statement,  or  other  docu¬ 


ment  required  to  be  made  under  any  pro. 
vision  of  the  internal  revenue  laws  or  reguU. 
tions  shall  contain  ae  be  verified  by  a  written 
declaration  that  it  is  made  under  the  pensl. 
ties  of  perjury. 

(b)  Oath.  The  Secretary  or  his  delegate 
may  by  regulations  require  that  any  return, 
statement,  or  other  doctunent  required  to 
be  made  tmder  any  provision  of  the  internal 
revenue  laws  or  regulations  shall  be  verified 
by  an  oath.  This  subsection  shaU  not  apply 
to  returns  and  declarations  with  respect  to 
income  taxes  made  by  individuals. 

§  25.6065-1  Verification  of  returns. 
For  regulations  with  respect  to  the  veri¬ 
fication  of  returns,  see  the  Regulations 
on  Procedure  and  Administration  (Part 
301  of  this  chapter) . 

§  25.6071  Statutory  provisions;  time 
for  filing  returns  and  other  documents. 

Sec.  6071.  Time  for  filing  returns  and 
other  documents — (a)  General  rule.  When* 
not  otherwise  provided  for  by  this  title,  the 
Secretary  or  his  delegate  shall  by  regulationi 
prescribe  the  time  for  filing  any  retunt 
statement,  or  other  document  required  by 
this  title  or  by  regulations. 

.  §  25.6071-1  Time  for  filing  donee’s 
and  trustee’s  information  return  of  gifts. 
The  information  return  required  by 
§  25.6001-2  shall  be  filed  on  or  before  the 
15th  day  of  April  following  the  close  of 
the  calendar  year  in  which  the  transfer 
was  made.  See  §  25.6011-1  for  the  form 
on  which  the  information  return  shaO 
be  made,  and  §  25.6091-1  for  the  place 
for  filing. 

T  25.6075  Statutory  provisions;  time 
for  filing  gift  tax  returns. 

Sec.  6075.  Time  for  filing  •  •  •  gift  tax 
returns. 

*  •  •  •  * 

(b)  Gift  tax  returns.  Returns  made  under 
section  6019  (relating  to  gift  taxes)  shall  be 
filed  on  or  before  the  15th  day  of  April 
following  the  close  of  the  calendar  year. 

9  25.6075-1  Time  for  filing  gift  tax 
returns — (a)  In  general.  Gift  tax  returns 
required  by  section  6019  must  be  filed  on 
or  before  thip  15th  day  of  April  following 
the  close  of  the  calendar  year  in  which 
gifts  are  made,  unless  an  extension  (rf 
time  is  granted  pursuant  to  the  provisions 
of  section  6081,  and  except  as  otherwise 
provided  in  paragraph  (b)  of  this  sec¬ 
tion.  However,  for  provisions  relating 
to  postponement  of  the  time  for  filing  the 
gift  tax  returns  by  reason  of  an  individual 
serving  in,  or  in  support  of,  the  Armed 
Forces  of  the  United  States  in  a  combat 
zone,  see  section  7508. 

(b)  Due  date  of  return.'  The  due  date 
is  the  date  on  or  before  which  a  return 
is  required  to  be  filed  (see  i>aragraph  (a) 
of  this  section) .  However,  when  the  due 
date  falls  on  a  Saturday,  Sunday,  or  a 
legal  holiday,  the  due  date  shall  be  the 
next  day  succeeding  which  is  not  a  Sat¬ 
urday,  Sunday,  or  a  legal  holiday.  For 
definition  of  a  legal  holiday  see 
§  301.7503-1  of  the  Procedure  and  Ad¬ 
ministration  Regulations  (Part  301  of 
this  chapter) .  If  the  return  is  placed  in 
the  mails,  it  should  be  posted  in  ample 
time  to  readi  the  office  of  the  district 
director  under  ordinary  handling  of  the 
mails,  on  or  before  the  date  on  which  the 
return  is  required  to  be  filed.  If  a  re¬ 
turn  is  made  and  placed  in  the  mails  in 
due  course,  properly  addressed  and  post- 
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(b)  Amount  determined  as  deficiency. 
Under  regulations  prescribed  by  the  Secre¬ 
tary  or  his  delegate,  the  Secretary  or  his 
delegate  may  extend,  to  the  extent  provided 
below,  the  time  for ‘payment  of  the  amount 
determined' as  a  deficiency: 

(1)  In  the  case  of  a  tax  Imposed  by  chap¬ 
ter  1  or  12,  for  a  period  not  to  exceed  18 
months  from  the  date  fixed  for  payment  of 
the  deficiency,  and,  in  exceptional  cases,  for 
a  further  period  not  to  exceed  12  months: 


of  the  district  director  on  or  before  the 
ilue  date,  no  penalty  will  attach  should 
the  return  not  actually  be  received  by  the 
district  director  until  after  that  date.  If 
s  question  may  be  raised  as  to  whether 
the  return  was  posted  in  ample  time  to 
reach  the  ofQce  of  the  district  director  on 
or  before  the  due  date,  the  envelope  in 
which  the  return  was  transmitted  will  be 
preserved  by  the  district  director  and  at¬ 
tached  to  the  return.  As  to  additions  to 
the  tax  in  the  case  of  failure  to  file  a  re¬ 
turn  within  the  prescribed  time,  see  sec¬ 
tion  6651. 

§  25.6081  Statutory  provisions;  extent 
non  of  time  for  filing  returns. 

8bc.  6081.  Extension  of  time  for  filing  re¬ 
turns — (a)  General  rule.  The  Secretary* or 
his  delegate  may  grant  a  reasonable  extension 
of  time  for  filing  any  return,  declaratiofi. 
statement,  or  other  document  required  by 
this  title  or  by  regulations.  Except  in  the 
case  of  taxpayers  who  are  abroad,  no  such 
extension  shall  be  for  more  than  6  months. 


§  25.6091-1  Place  for  filing  returns 
and  other  documents.  If  the  donor  is 
a  resident  of  the  United  States,  the  in¬ 
formation  return  required  by  §  25.6001-2 
and  the  gift  tax  return  required  by 
section  6019  shall  be  filed  with  the  dis¬ 
trict  director  for  the  internal  revenue 
district  in  which  is  located  the  legal 
residence  of  the  dopor.  If  the  donor  is 
a  nonresident  (whether  a  citizen  or  not 
a  citizen) «  the  information  return  and 
the  gift  tax  return  shall  be  filed  with 
the  Director  of  International  Operations, 
Internal  Revenue  Service.  Washington 
25.  D.  C.,  or  with  such  other  official  as 
the  Commissioner  may  designate. 

§  25.6151  Statutory  provisions;  time 
and  place  for  paying  tax  shown  on 
returns. 

Sec.  6151.  Time  and  place  for  paying  tax 
shovm  on  the  returns — (a)  General  rule. 
Except  as  otherwise  provided  In  this  section, 
when  a  return  of  tax  is  required  under  this 
title  or  regulations,  the  person  required  to 
make  such  return  i^all,^  without  assessment 
"or  notice  and  demand  from  the  Secretary  or 
his  delegate,  pay  such  tax  to  the  principal 
internal  revenue  oflicer  for  the  Internal  reve¬ 
nue  district  in  which  the  retxim  is  required 
to  be  filed,  and  shall  pay  such  tax  at  the  time 
and  place  fixed  for  filing  the  return  (deter¬ 
mined  without  regard  to  any  extension  of 
time  for  filing -the  return). 


An  extension  tmder  this  subsection  may  be 
granted  only  where  it  is  shown  to  the  satis¬ 
faction  of  the  Secretary  or  his  delegate  that 
the  pasmient  of  a  deficiency  upon  the  date 
fixed  for  the  payment  thereof  wiU  result  in 
undue  hardship  to  the  taxpayer  in  the  case 
of  a  tax  Imposed  by  chapter  1,  to  the  estate 
in  the  case  of  a  tax  imposed  by  chapter  11, 
or  to  the  donor  in  the  case  of  a  tu  imposed 
by  chapter  12.  No  extension  shall  be  granted 
if  the  deficiency  is  due  to  negligence,  to 
intentional  disregard  of  rules  and  regida- 
tions,  or  to  fraud  with  Intent  to  evade  tax. 

§  25.6161-1  .  Extension  of  time  for 
paying  tax  shown  on  return — (a)  In 
general.  If  it  is  shown  to  the  satisfac¬ 
tion  of  the  district  director  that  the  pay¬ 
ment  of  all  or  any  part  of  the  amount  de¬ 
termined  as  the  tax  by  the  donor  upon 
the  due  date  will  result  in  undue  hard¬ 
ship  to  the  donor,  the  district  director,  at 
the  written  request  of  the  donor,  may 
grant  an  extension  of  time  for  the  pay¬ 
ment  of  all  or  any  part  of  the  tax.  The 
period  of  the  extension  shall  ndt  exceed 
6  months  from  the  date  fixed  for  pay¬ 
ment  thereof  \  except  in  the  case  of  a 
donor  who  is  abroad.  The  granting  of 
an  extension  of  time  for  paying  the  tax 
does  not  relieve  the  donor  from  the  duty 
of  filing  the  return  on  or  before  the  date 
provided  in  §  25.6075-1,  nor  will  it  oper¬ 
ate  to  prevent  the  running  of  interest. 
The  granting  of  an  extension  of  time  for 
the  payment  of  part  of  the  tax  does  not 
extend  the  time  for  the  pa3rment  of  the 
balance,  of  the  tax.  Nor  does  an 'exten¬ 
sion  of'time  for  filing  a  return  operate 
to  extend  the  time  for  payment  of  all  or 
ant  part  of  the  tax  unless  so  specified  in 
the  extension.  The  amount  for  which  an 
extension  has  been  granted  (together 
with  interest  thereon  as  provided  in  sec¬ 
tion  €601) ,  shall  be  paid  on  or  before  the 
expiration  of  the  period  of  extension 
without  the  necessity  -of  notice  and  de¬ 
mand  being  made  by  the  district  director. 

(b)  Definition  of  undue  hardship.  An 
extension  will  not  be  granted  upon  a  gen¬ 
eral  statement  of  hardship.  The  term 
‘^due  hardship”  means  more  than  an 
inconvenience  to  the  donor.  It  must  ap¬ 
pear  thfit  substantial  financial  loss,  for 
example  due  to  the  sale  of  property  at  a 
sacrifice  price,  will  result  to  the  donor 
from  making  pasrment  of  the  amount'  at 
6161  Statutory  provisions;  ex-  the  due  date.  If  a  market  exists,  the 
i  of  time  for  paying  tax.  ^  sale  of  property  at  the  current  market 
6161.  Extension  of  time  for  paying  price  is  not  ordinarily  considered  as  re- 
.)  Amount  determined  by  taxpayer  on  suiting  in  an  undue  hardship. 

-(1)  General  rule.  The  Secretary  or  (c)  Application  for  extension.  An  ap- 
egate,  except  as  otherwise  provided  plication  for  an  extension  of  time  for  the 

payment  of  all  or  any  part  of  gift  tax 
d  to  be  shown,  on  any  return  or  Shown,  or  required  .to  be  shown  on  the 
tion  required  under  authority  of  this  return  must  be  accompanied  or  sup- 
•r  any  installment  thereof),  for  a  rea-  ported  by  evidence  showing  the  undue 
!  period  not  to  exceed  6  months  from  hardship  that  would  result  to  the  donor 
1  extension  were  refused.  A  sute- 

ixpayer  who  is  abroad.  ment,  executed  under  the  penalties  of 

,  •  «  •  perjury,  showing  the  assets  and  liabilities 


(c)  Postponement  by  reason  of  For 

time  for  performing  certain  acts  i>ostponed 
by  reason  of  war,  see  section  7508. 

§  25.6081-1  Extension  of  time  for  fil¬ 
ing  returns.  It  is  important  that  the 
donor  file  on  or  before  the  due  date  a  re¬ 
turn  as  nearly  complete  and  final  as  it  is 
possible  for  him  to  pf^pare.  However, 
the  district  director  is  authorized  to* 
grant  a  reasonable  extension  of  time  for 
filing  returns.  Applications  for  exten¬ 
sions  of  time  for' filing  gift  tax  returns 
should  be  addressed  to  the  district  di¬ 
rector  of  internal  revenue  for  the  in¬ 
ternal  revenue  district  in  which  the  donor 
files  his  returns  and  must  contain  a  full 
recital  of  the  causes  for  delay.  Except 
in  the  case  of  donors  who  are  abroad, 
no  extension  for  filing  gift  tax  returns 
mfiy  be  granted  for  more  than  6  months. 
An  extension  of  time  for  filing  a  return 
does  not  operate  to  extend  the  time  for 
payment  of  the  tax  or  any  part  thereof, 
unless  so  specified  in  the  extension.  For 
extensions  of  time  for  payment  of  tax, 
see  §  25.6161-1.  No  extension  of  time  for 
filing  a  return  may  be  granted  unless' the 
application  is  received  by  the  district 
director  before  the  expiration  of  the 
time  within  which  the  return  otherwise 
must  be  filed.  The  application  should, 
when  possible,  be  made  sufficiently  early 
to  permit  the  district  director  to  consider 
the  matter  and  reply  before  what  other¬ 
wise  would  be  the  due  date  of  the  return. 

1 25.6091  Statutory  provisions;  place 
for  filing  returns  or  other  documents. 

Sec.  6091.^PIace  for  filing  returns  or  other 
documents — (a)  General  rule.  When  not 
otherwise  provided  for  by  this  title,  the 
Secretary  or  his  delegate  shall  by  regulations 
prescribe  the  place  for  the  filing  of  any 
return,  declaration,  statement,  or  other 
document,  or  copies  thereof,  required  by  this 
title  or  by  regulations. 

(b)  Tax  returns.  In  the  case  cf  returns 
of  tax  required  under  ‘authority  of  part  II 
of  this  subchapter — 

(1)  Individuals.  Returns -(other  than  cor- 
portlon  returns)  shall  be  made  to  the  Sec¬ 
retary  or  his  delegate  in  the  internal  reventie 
district  in  which  is  located  the  legal  resi¬ 
dence  or  principal  place  of  business  of  the 
person  making  the  return,  or,  if  he  has  no 
legal  residence  or  principal  place  of  business 
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of  the  donor,  together  with  a  record  of 
all  receipts  and  disbursements  for  each 
of  the  three  months  immediately  precede 
ing  the  month  in  which  falls  the  date 
prescribed  for  the  payment  of  the  tax.  is 
required  and  should  accompany  the  ap¬ 
plication.  The  application,  with  the 
supporting  information,  must  be  filed 
with  the  district  director  on  or  before  the 
date  prescribed  for  pa3nnent  of  the  tax 
and,  upon  its  receipt,  the  application  will 
be  examined  by  the  district  director  and. 
if  possible,  within  30  days,  wUl  be  denied, 
granted,  or  tentatively  granted  subject  to 
certain  conditions  of  which  the  donor 
will  be  notified.  The  district  director 
will  not  consider  an  application  for  such 
an  extension  unless  the  application  is 
received  by  him  on  or  before  the  due  date. 
If  an  additional  extension  is  desired  by 
the  donor,  request  must  be  made  to  the 
district  director  on  or  before  the  expira¬ 
tion  of  the  prior  extension  granted. 

(d)  Condition.  As  a  condition  to  the 
granting  of  such  an  extension  the  tax¬ 
payer  will  usually  be  required  by  the 
district  director  to  furnish  a  bond  as 
provided  in  section  6165  and  the  regula¬ 
tions  thereunder,  or  to  furnish  such  other 
security  as  is  permitted  by  section  7101 
and  the  regulations  thereimder. 

S  25.6165  Statutory  provisions;  bonds 
where  time  to  pay  tax  or  deficiency  has 
been  extended. 

Sec.  6165.  Bonds  where  time^  to  pay  tax 
or  deficiency  has  been  extended.  In  the 
event  the  Secretary  or  his  delegate  grants  any 
extension  of  time  within  which  to  pay  any 
tax  or  any  deficiency  therein,  the  Secretary 
or  his  delegate  may  require  the  taxpayer  to 
furnish  a  bond  in  such  amoiint  (not  exceed¬ 
ing  double  the  amount  with  respect  to  which 
the  extension  is  granted)  conditioned  upon 
the  payment  of  the  amount  extended  in  ac¬ 
cordance  with  the  terms  of  such  extension. 

§  25:6165-1  Bonds  where  time  to  pay 
tax  or  deficiency  has  been  extended.  For 
general  provisions  relating  to  bonds  when 
extensions  of  time  to  pay  the  gift  tairare 
granted,  see  the  regulations  under  sec¬ 
tions  6165  and  7101  contained  in  the 
Regulations  on  Procedure  and  Admini¬ 
stration  (Part  301  of  this  chapter) . 

S  25.6311  Statutory  provisions;  pay- 
ment  by  check  or  money  order. 

Sec.  6311.  Payment  by  check  or  money  or¬ 
der — (a)  Authority  to  receive.  It  shall  be 
lawful  for  the  Secretary  or  his  delegate  to 
receive  for  internal  revenue  taxes,  or  in  pay¬ 
ment  for  internal  revenue  stamps,  checks  or 
money  orders,  to  the  extent  and  under  the 
conditions  provided  in  regulations  prescribed 
by  the  Secretary  or  his  delegate. 

(b)  Check  or  money  order  unpaid — (1) 
Ultimate  liability.  If  a  check  or  money  order 
so  received  is  not  duly  paid,  the  person  by 
whom  such  check  or  money  order  has  been 
tendered  shall  remain  liable  for  the  payment 
of  the  tax  or  for  the  stamps,  and  for  all  legal 
penalties  and  additions,  to  the  same  extent 
as  if  such  check  or  money  order  had  not  been 
tendered. 

(2)  Liability  of  banks  and  others.  It  any. 
certified,  treasurer’s,  or  cashier’s  check  or  any 
money  order  so  receivM  is  not  duly  paid,  the 
United  States  shall,  in  addition  to  its  right  to 
exact  payment  from  the  party  originally  in¬ 
debted  therefor,  have  a  lien  for  the  amoimt 
of  such  check  upon  all  the  assets  of  the  bank 
or  trust  company  on  which  drawn  or  for  the 
amoxint  of  such  money  order  upon  aU  the  as¬ 
sets  of  the  issuer  thereof;  and  such  amount 
shall  be  paid  out  of  such  assets  in  preference 


to  any  other  claims  whatsoever  against  such 
bank  or  issuer  except  the  necessary  costs  and 
expenses  of  administration  and  the  reim¬ 
bursement  of  the  United  States  for  the 
amount  expended  in  the  redemption  of  the 
circulating  notes  of  such  bank. 

§  25.6311-1  Payment  by  check  or 
money  order.  District  directors  may  ac¬ 
cept  checks  drawn  on  any  bank  or  trust 
company  incorporated  under  the  laws  of 
the  United  States  or  under  the  laws  of 
any  State,  Territory,  or  possession  of  the 
United  States,  or  money  orders  in  pay¬ 
ment  of  the  tax,  provided  the  checks  are  ^ 
collectible  in  United  States  currency  at 
par.  For  complete  regulations  under  this 
section,  see  the  Regulations  on  Procedure 
and  Administration  '(Part  301  of  this 
chapter) . 

§  25.6313  Statutory  provisions;  frac¬ 
tional  parts  of  a  cent. 

Sec.  6313,  Fractional  parts  of  a  cent.  In 
the  payment  of  any  tax  imposed  bV  this 
title  not  payable  by  stamp,  a  fractional  part 
of  a  cent  shall  be  disregsurded  unless  it 
amounts  to  one-half  cent  or  more,  in  which 
case  it  shall  be  increased  to  1  cent. 

§  25.6313-1  Fractional  parts  of  a  cent. 
For  regulations  concerning  fractional 
parts  of  a  cent,  see  |  301.6313-1  of  the 
Regulations  on  Procedure  and  Admin¬ 
istration  (Part  301  of  this  chapter) . 

§  25.6601  Siatutary  provisions;  in¬ 
terest  on  underpayment,  nonpayment;  • 
or  extensions  of  time  for  payment  of  tax. 

Sec.  6601.  Interest  on  underpayment,  non¬ 
payment,  or  extensions  of  time  for  payment 
of  tax — (a)  General  rule.  If  any  amount  of 
tax  imposed  by  this  title  (whether  required 
to  be  shown  on  a  ret\irn,  or  to  be  paid  by 
stamp  or  by  some  othe^method)  is  not  paid 
on  or  before  the  last  date  prescribed  for  pay¬ 
ment.  interest  on  such  amount  at  the  rate 
of  6  percent  per  annum  shall  be  paid  for  the 
period  from  such  last  date  to  the  date  paid. 

§  25,6601-1  Interest  on  underpay¬ 
ment,  nonpayment,  or  extensions  of  time 
for  payment  of  tax.  For  regulations  con¬ 
cerning  interest  see  the  Regulations  on 
Procedure  and  Administration  (Part  301 
of  this  chapter). 

§  25.7101  Statutory  provisions;  form 
of  bonds. 

Sec.  7101.  Form  of  bonds.  Whenever,  p\ir- 
suant  to  the  provisions  of  this  title  (other 
than  sections  7485  jind  6803  (a)  ( 1) ) ,  or  rules 
or  regulations  prescribed  under  authority 
of  this  title,  a  person  is  required  to  furnish 
a  bond  or  security— 

(1)  General  rule.  Such  bond  or  security 
shall  be  in  such  form  and  with  such  surety 
or  sureties  as  may  be  prescribed  by  regula¬ 
tions  issued  by  the  Secretary  or  his  delegate. 

(2)  United  States  bonds  and  notes  in  lieu 
of  surety  bonds.  The  person  required  to  fiir- 

~nish  such  bond  or  security  may.  in  lieu  there¬ 
of,  deposit  bonds  or  notes  of  the  United 
States  as  provided  in  6  U.  S.  C.  -15. 

§  25.7101-1  Form  of  bonds.  For  gen¬ 
eral  provisions  relating  to  bonds,  see  the 
regulations  under  sections  6165  and  7101 
'contained  in  the  Regulations  on  Proce¬ 
dure  and  Administration  (Part  301  of 
this  chapter) . 

§  25.7701  Statutory  provisions;  defi¬ 
nitions. 

Sec.  7701.  Definitions,  (a)  When  used  in 
this  title,  where  not  otherwise  distinctly  ex¬ 
pressed  or  manifestly  incompatible  with  the 
intent  thereof— 


(1)  Person.  The  term  “person**  shall  b« 
construed  to  mean  and  include  an  individual, 
a  trust,  estate,  partnership,  association,  com¬ 
pany  or  corporation. 

(2)  Partnership  and  partner.  The  term 
*'partner8hip’’  includes  a  syndicate, '  group, 
pool,  joint  venture,  or  other  unincorporated 
organization,  through  or  by  means 
which  any  business,  financial  operation,  or 
venture  is  carried  on,  and  which  is  not,  with¬ 
in  the  meaning  of  this  title,  a  trust  or  estate 
or  a  corporation;  and  the  term  “partner”  in¬ 
cludes  a  member  in  such  a  syndicate,  group, 
pool,  joiiyt  venture,  or  organizatioif. 

(3)  Corporation.  The  term  “corporation" 
Includes  associations,  joint-stock  companlai, 
and  Insurance  companies. 

(4)  Domestic.  The  term  “domestic"  when 
applied  to  a  corporation  or  partnership 
means  created  or  organized  in  the  United 
States  or  under  the  law  of  the  United  Statei 
or  of  any  State  or  Territory. 

(5)  Foreign.  The  term  “foreign”  when  ap¬ 
plied  to  a  corporation  or  partnership  meant' 
a  corporation  or  partnership  which  is  not 
domestic. 

(6)  Fiduciary.  The  term  “fiduciary" 
means  a  guardian,  trustee,  executor,  adminii- 
trator,  receiver,  conservator,  or  any  person 
acting  4m  any  fiduciary  capacity  for  any  per- 
sop. 

(7)  Stock.  The  term  “stock”  include! 

shares  in  an  association.  Joint-stock  com-  ] 
pany,  or  insurance  company.  j 

(8)  Shareholder.  The  term  “shareholder" 
includes  a  member  ii^an  association,  joint- 
stock  company,  or  insurance  company. 

(9)  United  States.  The  term  “United 
States”  when  used  'in  a  geographical  senw 
includes  only  the  States,  the  Territories  at 
Alaska  and  Hawaii, 'and  the  District  of  Co¬ 
lumbia. 

(10)  State.  The  terin  “State”  shall  be 
construed  to  include  the  Territories  and  the 
District  of  Columbia,  where  such  construe-  ' 
tion  is  necessary  to  carry  out  provisi6iu  of 
this  tiUe. 

(11)  Secretary.  The  term  “Secretary" 
means  the  Secretary  of  the  Treasury. 

(12)  Delegate.  ’The  term  “Secretary  or  hit 
delegate”  means  the  Secretary  of  the  Treas¬ 
ury.  or  any  offleem  employee,  or  agency  of  tbs 
Treasury  Department  duly  authorized  by  ttie 
Secretary  (directly,  or  indirectly  by  one  or 
more  redelegations  of  authority)  to  perform 
the  function  mentioned  or  described  in  tbe 
context,  and  the  term  “or  his  delegate”  whoa 
used  in  connection  with  any  other  official  of 
the  United  States  shall  be  similarly  con¬ 
strued. 

(13)  Commissioner.  The  term  “Commis¬ 
sioner”  means  the  Commissioner  of  Internal 
Revenue. 

(14)  Taxpayer.  The  term  “taxpayer" 
means  any  person  subject  to  any  internal 
revenue  tax, 

(15)  Military  or  naval  forces  and  Armei 
Forces  of  the  United  States.  The  term  “mili¬ 
tary  or  naval  forces  of  the  United  States”  and 
the  term  “Armed  Forces  of  the  United  States" 
each  includes  all  regular  and  reserve  compo¬ 
nents  of  the  uniformed  services  which  are 
subject  to  the  jiirisdiction  of  the  Secretary 
of  Defense,  the  Secretary  of  tlfe  Army,'  tbe 
Secretary  of  the  Navy,  or  the  Secretary  of  tbe 
Air  Force,  and  each  term  also  includes  tbe 
Coast  Guard.  The  members  of  such  forces 
include  commissioned  officers  and  personnel 
below  the  grade  of  commissioned  officers  in 
such  forces. 

•  •  •  •  a 

(26)  Trade,  or  business.  The  term  “trade 
or  business”  includes  the  performance  of  tbe 
functions  of  a  public  office. 

(27)  Tax  Court.  The  term  “Tax  Court" 
means  the  Tax  Court  of  the  United  States. 

(28)  Other  terms.  Any  term  used  in  thi> 
subtitle  wtih  respect  to  the  application  cf. 
or  in  connection  with,  the  provisions  of  any 
other  subtitle  of  this  title  shall  have  the  sams 
meaning  as  in  such  provisions. 
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(2^)  Internal  Revenue  Code.  The  term 
"Internal  Revenue  Code  of  1954”  means  this 
title,  and  the  term  “Internal  Itevenue  Code 
of  1939”  means  the  Internal  Revenue  Code 
enacted  February  10,  1939,  as  amended, 

(b)  Includes  and  including.  The  terms 
"Includes”  and  “Including”  vfhen  used  In  a 
definition  contained  in  this  title  shall  not 
be  deemed  to  exclude  other  things  otherwise 
within  the  meaning  of  the  term  defined. 

(c)  Commonwealth  of  Puerto  Rico.  Where 
not  "Otherwise  distinctly  expressed  or  mani¬ 
festly  incompatible  with  the  intent  thereof, 
references  in  this  title  to  possessions  of  the 
United  States  shall  be  treated  as  also  refer¬ 
ring  to  the  Commonwealth  of  Puerto  Rico. 

(d)  Cross  references — (1)  Other  defini¬ 
tions.  For  other  definitions,  see  the  follow¬ 
ing  sections  of  Title  1  of  the  United  States 
Code: 

(1)  Slngvilar  as  including  plural,  section  1. 

(2)  Plviral  as  including  singular,  section  1. 

(3)  Masculine  as  including  feminine,  sec¬ 
tion  1. 

(4)  Officer,  section  1. 

(5)  Oath  as  Including  affirmation,  sec¬ 
tion  1. 

(6)  County  as  including  parish,  section  2. 

(7)  Vessel  as  including  all  means  of  water 
transportation,  section  3. 

(8)  Vehicle  as  including  all  means  of  land 
transportation,  section  4. 

(9)  Company  or  association  as  Including 
successors  and  assigns,  section  5. 

(2)  Effect  of  cross  references.  For  effect 
of  cross  references  in  this  title,  see  section 
7806  (a). 

§  25.7701-1  Definitions.  For  regula¬ 
tions  concerning  definitions,  see  the  Reg¬ 
ulations  on  Procedure  and  Administra¬ 
tion  (Part  301  of  this  chapter). 

§  25.7805  Statutory  provisions;  rules 
and  regulations. 

Sec.  7805.  Rules  and  regulations — (a)  Au¬ 
thorization.  Except  where  such  authority  is 
expressly  given  by  this  title  to  any  person 
other  than  an  officer  or  employee  of  the 
Treasury  Department,  the  Secretary  or  his 
delegate  ^hall  prescribe  all  needful  rules  and 
regulations  for  the  enforcement  of  this  title, 
including  all  rules  and  regulations  as  may 
be  necessary  by  reason  of  any  alteration  of 
law  in  relation  to  internal  revenue. 

(b)  Retroactivity  of  regulations  ot  rulings. 
The  Secretary  or  his  delegate  may  prescribe" 
the  extent,  if  any,  to  which  any  ruling  or 
regulation,  relating  to  the  internal  revenue 
laws,  shall  be  applied  without  retroactive 
effect. 

(c)  Preparation  and  distribution  of  reg¬ 
ulations,  forms,  stamps,  and  other  matters. 
The  Secretary  or  his  delegate  shall  prepare 
and  distribute  all  the  instructions,  regula¬ 
tions,  directions,  forms,  blanks,  stamps,  and 
other  matters  pertaining  to  the  assessment 
and  collection  of  internal  revenue. 

§  25.7805-1  Rules  and  regulations. 
For  regulations  concerning  rules  and 
regulations,  see  the  Regulations  on  Pro¬ 
cedure  and  Administration  (Part  301  of 
this  chapter) . 

§  25.780fi„  Statutory  provisions;  con¬ 
struction  of  title. 

Sec.  7806.  Construction  of  title — (a)  Cross 
references.  The  cross  references  in  this  title 
to  other  portions  of  the  title,  or  other  pro¬ 
visions  ot  law,  where  the  word  “see”  is  used, 
are  made  only  for  convenience,  and  sl^ll  be 
given  no  legal  effect. 

(b)  Arrangement  and  classification.  No 
inference,  implication,  or  presumption  of 
legislative  construction  shall  be  drawn  or 
made  by  reason  of  the  location  or  grouping 
of  any  particular  section  or  provision  or  i>or- 
tlon  of  this  title,  nor  shall  any  table  of  con¬ 
tents,  table  of  cross  references^,  or  similar 
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outline,  analysis,  or  descriptive  matter  re¬ 
lating  to  the  contents  of  this  title  be  given 
any  legal  effect.  The  preceding  sentence 
also  applies  to  the  sidenotes  and  anciUary 
tables  contained  in  the  various  prints  of 
this  Act  before  its  enactment  into  law. 

§  25.7851  Statutory  provisions;  ap¬ 
plicability  of  revenue  laws. 

Sec.  7851.  Applicability  of  revenue  laws— 
(a)  General  rules.  Except  as  otherwise  pro¬ 
vided  in  any  section  ot  this  title.  •  •  • 

(2)  Subtitle  B.  *  *  ^ 

(BJ  Chapter  12  of  this  title  shall  apply 
with  resp>ect  to  the  calendar  year  1955  and 
all  calendar  years  thereafter,  and  with  respect 
to  such  years  chapter  4  of  the  Internal  Reve- 
n\ie  Code  of  1939  is  hereby  repealed. 

*  *  *  *  « 

(6)  Subtitle  F — (A)  General  rule.  The 
provisions  of  subtitle  F  shall  take  effect  on 
the  day  after  the  date  of  enactment  of  this 
title  and  shaU  be  applicable  with  respect  to 
any  tax  imposed  by  this  title.  •  *  * 

[F.  R.  Doc.  57-2;  Filed;  Jan.  2,  1957; 

8:45  a.  m.j 

DEPARTMENT  OF  HEALTH,  EDU¬ 
CATION,  AND  WELFARE 
Food  and  Drug  Administration 
t21  CFR  Part  120] 

Tolerances  and  Exemptions  From  Tol¬ 
erances  FOR  Pesticide  Chemicals  in 
or  on  Raw  Agricultural  Commodities 

NOTICE  OF  PROPOSAL  TO  ESTABLISH  TOLER¬ 
ANCES  FOR  RESIDUES  OF  INORGANIC  BRO¬ 
MIDES  IN  OR  ON  CE^RTAIN  RAW  AGRICUL- 
TUKXl  commodities  after,  FUMIGATION 
WITH  ETHYLENE  DIBROMIDE 

On  September  22,  1956,  an  order  was 
published  in  the  Federal  Register  (21 
F.  R.  6045)  which  established  tolerances 
of  10  parts  per  million  ifOr  residues  of 
inorganic  bromides  (calculated  as  Br)  in 
or  on  the  following  commodities  that 
have  been  Tumigated  with  ethylene 
dibromide  in  accordance  with  the  Medi¬ 
terranean  Fruit  Fly  Program  or  the 
Quarantine  Program  of  the  U.  S.  Depart¬ 
ment  of  Agriculture:  Beans  (string), 
bitter  melon  (Mormodica  charantia) , 
Cavendish  bananas,  citrus  fruits,  cucum¬ 
bers,  guavas,  mangoes,  papayas,  peppers 
(bell) ,  pineapples,  zucchini  squash. 

The  U.  S.  Department  of  Agriculture 
has  requested  that  action  be  taken  to 
permit  the  use  of  ethylene  dibromide  as 
a  fumigant  on  cantaloups  and  litchi  nuts. 

The  U.  S..  Department  of  Agriculture 
states  that  the  residues  from  the  use  of 
ethylene  dibromide  in  the  Mediterranean 
Fruit  Fly  Control  Program  or  the  Quar¬ 
antine  Program  do  not  exceed  10  parts 
per  million  of  inorganic  bromide.  These 
residues  on  the  crops  involved  will  not 
constitute  a  hazard  to  man. 

By  virtue  of  the  authority  vested  in  the 
Secretstfy  of  Health,  Education,  and  Wel¬ 
fare  by  the  Federal  Food,  Drug,  and  Cos¬ 
metic  Act  (sec.  408  (b)  and  (e) ,  68  Stat. 
514;  21  U.  S.  C.  346a  (b)  and  (e))  and 
delegated  to  the  Commissioner  of  Food 
and  Drugs  by  the  Secretary  (21  CJFR 
20.129  (a)),  it  is  proposed  by  the  Com¬ 
missioner  of  Food  and  Drugs,  on  his  own 
Initiative,  that  the  regulations  for  toler- 
ances  for  pesticide  chemicals  in  or  on 
raw  agricultural  commodities  (21  CFR 


120.146;  21  P.  R.  5620,  7212)  be  amended 
by  changing  §  120.146  (b)  to  read  as 
follows; 

§  120.146  Tolerances  for  residues  of 
inorganic  bromides  resulting  from  fumi¬ 
gation  with  ethylene  dibromide.  •  •  * 

(b)  Tolerances  of  10  parts  per  million 
are  established  for  residues  of  inorganic 
bromides  (calculated  as  Br)  in  or  on  the 
following  raw  agricultural  commodities 
that  have  been  fumigated  with  ethylene 
dibromide  in  accordance  with  the  Medi¬ 
terranean  Fruit  Fly  Control  Program  or 
the  Quarantine  Program  of  the  U.  S.  De¬ 
partment  of  Agriculture:  Beans  (string), 
bitter  melon  (Mormodica  charantia), 
cantaloups,  Cavendish  bananas,  citrus 
fruits,  cucumbers,  guavas,  litchi  nuts, 
mangoes,  papayas,  peppers  (bell) ,  pine¬ 
apples,  zucchini  squash. 

A  person  who  has  registered  or  who  has 
submitted  an  application  for  the  regis¬ 
tration  of  an  economic  poison  under  the 
Federal  Insecticide,  Fungicide,  and  Ro- 
denticide  Act  containing  ethylene  di¬ 
bromide,  may  request,  within  30  days 
from  publication  of  this  proposal,  that 
the  proposal  be  referred^  an  advisory 
committee  in  accordance  with  section  408 
(e)  of  the  Federal  Food,  Drug,  and  Cos¬ 
metic  Act. 

Any  interested  person  is  invited  at  any 
time  prior  to  the  thirtieth  day  from  the 
date  of  publication  of  this  notice  in  the 
Federal  Register  to  file  with  the  Hear¬ 
ing  Clerk,  Department  of  Health,  Educa¬ 
tion,  and  Welfare,  Room  5440,  330  Inde¬ 
pendence  Avenue  SW.,  Washington  25, 
D.  C.,  written  comments  on  the  proposal. 
Comments  may  be  accompanied  by  a 
memorandum  or  brief  in  support  thereof. 
AH  documents  shall  be  filed  in  quintupli- 
cate. 

Dated:  December  27, 1956. 

[seal]  Oeo.  P.  Larrick, 

Commissioner  of  Food  and  Drugs. 

[P.  R.  Doc.  67-21;  Piled,  Jan.  2,  1957; 

8:49  a.  m.] 


[  21  CFR  Part  120] 

Tolerances  and  Exemptions  From  Tol¬ 
erances  FOR  Pesticide  Chemicals  in 
OR  ON  Raw  Agricultural  Commodities 

notice  concerning  petition  for  estab¬ 
lishment  OF  EXEMPTION  FROM  THE  RE¬ 
QUIREMENT  OF  TOLERANCES  FOR  RESIDUES 
OF  DIPHENYL 

Pursuant  to  the  provisions  of  the  Fed-^ 
eral  Food,  Drug,  and  Cosmetic  Act  (sec.' 
408  (d)  (1) ,  68  Stat.  512;  21  U.  S.  C.  346a 
(d)  (1)),  the  following  notice  is  issued: 

A  petition  was  filed  by  Crown  Zeller- 
bach  Corporation,  343  Sansome  Street, 
San  Francisco  19,  CaHfomia,  proposing 
that  the  pesticide  chemical  diphenyl 
(biphenyl)  be  exempted  from  the  re¬ 
quirement  of  a  tolerance  when  it  is 
applied  as  a  postharvest  treatment  to 
grapefruit,  lemons,  and  oranges.  The 
notice  of  filing,  which  included  refer¬ 
ences  and  descriptions  of  the  analytical 
methods  proposed  in  the  petition  for  de¬ 
termining  residues  of  diphenyl,  appeared 
in  the  Federal  Register  of  July  6,  1956 
(21  F.  R.  5016). 
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On  July  36,  1956,  an  order  appeared 
In  the  FfeDBEAL  RaciSTsa  (21  P.  R,  5619) 
establishing  a  tolerance  of  110  parts  per 
tmiiinn  for  residues  of  diphenyl  in  (u:  on 
grapefruit,  lemons,  and  oranges.  The 
order  stat^  that  the  method  of  opplsring 
diphenyl  to  citrus  has  undergone  ma¬ 
terial  changes  in  recent 'years  and  that 
the  petition  did  not  show  what  residues 
of  diphenyl  win  occur  in  citrus  treated 
by  methods  other  than  the  one  proposed 
in  the  petition. 

It  was  cmicluded  to  be  in  the  Interest 
of  public  health  to  provide  t(^rances  of 
110  parts  per  million  for  postharvest  use 
of  diphenyl  on  grapefruit,  lemons,  and 
oranges  rather  than  an  exemption. 

After  the  order  was  published  but 
within  the  time  limit  specified  in  section 
408  (d)  C3)  of  the  Federal  Food,  Drug, 
and  Cosmetic  Act,  the  petitioner  re¬ 
quested  that  an  advisory  eommittee  be 
appointed  to  consider  the  petition  for  an 
exemptkm  and  make  recommendations 
to  the  Commissioiier.  The  petitioner 
also  requested  a  public  hearing  to  take 
evidence  on  the  objection  to  the  estab- 
lishm^t  the  tolerances  in  lieu  of  the 
exemption. 

The  National  ^\cademy  of  Sciences  was 
requested  to  appoint  an  advismy  com¬ 
mittee  and  the  petitioner  was  notified 
that  the  action  cm  the  public  hearing 
would  be  deferred  until  the  report  from 
the  advisory  eommittee  had  been  re¬ 
ceived.  Before  the  advisory  committee 
could  be  activated,  the  petitioner  re¬ 
quested  that  activation  be  withhtid  and 
submitted  a  substantive  amendment 
consisting  of  data  on  residues  from  ad¬ 
ditional  methods  of  application  of 
diphenyl  to  grapefruit,  lemons,  and 
oranges.  Following  consideration.of  this 
substantive  amendment,  the  Commis¬ 
sioner  will  publish  an  order  acting  upon 
the  renewed  request  for  an  exemption 


from  Che  requirement  of  tolerances  which 
accompanl^  the  substantive  amend¬ 
ment. 


Dated;  December  27,  1966. 


[seal]  Geo.  P.  Larrick, 

Commissioner  of  Food  and  Drugs. 


[F.  R.  Doc.  57-22;  FUed,  Jan.  2,  1957;  8:49 
a.  m.] 


r  2T  CFR  Part  120  I 


Tolerances  and  Exemptions  Prom  Toler¬ 
ances  FOR  Pesticide  (Chemicals  in  or  on 
Raw  Agricultural  Commodities 


notice  of  filing  or  petition  for  sstab- 

LISHMSNT  OF  TOLERANCE  TOR  RESIDUES  OF 

mXneb 


Pursuant  to  the  provisions  of  the  Fed¬ 
eral  Food,  Drug,  and  Cosmetic  Act  (sec. 
408  (d)  (1) ,  68  Stat.  512;  21  U.  S.  C.  346a 
(d)  (1 ) ) ,  the  following  notice  is  issued : 

A  petition  has  been  filed  by  E.  I.  du 
Pont  de  Nemoiurs  and  Company.  Inc., 
Wilmington.  Delaware,  ix-oposing  the 
establishment  of  a  tolerance  of  7  parts 
per  million  for  residues  (rf  maneb  (man¬ 
ganese  ethylenebisdithiocarbamate)  in 
or  on  apricots. 

The  analytical  method  proposed  in  the 
petition  lor  determining  residues  of 
maneb  is  the  method  described  in 
"Analysis  of  Manganese  Ethylenebisdi¬ 
thiocarbamate  Compositions  and  Resi¬ 
dues,"  by  W.  K.  Lowen,  published  in  the 
Journal  of  the  Association  of  Official 
Agricultural  Chemists,  Volume  36,  fSliges 
484-492.  May  1953. 


Dated:  December  27, 1956. 


LsealI  Geo.  P.  Larrick, 

Commissioner  of  Food  and  Drugs. 


[F.  B.  Doc.  57-23;  Filed.  Jan.  2,  1957; 
8:49  a.  m.) 


NOTICES 


DEPARTMENT  OF  JUSTICE 

Office  of  Alien  Property 


[Bar  Order  No.  SA-lAl 


For  the  Attorney  GcneraL' 


CkxTinr  Bulgarian,  Hungarian,  and 
Rumanian  Debtors 


[si^l  Dallas  S.  Townsend, 
Assistant  Attorney  General, 
Director,  Office  of  Alien  Property. 


ORDER  fixing  BAR  DATE  FOR  FILING  DEBT 
CLAIMS 


[F.  B.  Doc. 


67-28; 

8:51 


Filed. 
A.  m.] 


In  accordance  with  section  208  (b>  of 
the  International  Claims  Settlement  Act 
of  1949,  as  amended,  and  by  virtue  of  the 
auth<Nrity  vested  in  ttie  Attorney  Gen-- 
eral  by  said  Act  and  Executive  Order  No. 
10644.  March  11. 1957.  is  hereby  fixed  as 
the  date  after  which  the  filing  of  debt 
claims  shall  be  barred  in  respect  of  Bul¬ 
garian.  Hungarian,  and  Rumanian  debt¬ 
ors.  any  of  whose  property  was  first 
vested  in  or  transferred  to  the  Attorney 
General  on  March  12,  1956. 


ORDER  or  revocatioh:  ameniukent 
DBOacBER  26. 1956. 


Commissioner,'*  is  hereby  amended  to 
read,  “I  concur.  The  records  of  the 
Bureau  of  Land  Management  wUl  be 
noted  accordingly." 

The  lands  are  withdrawn  ceded  Indian 
lands  and  are  not  subject  to  appropria- 
tkm  under  the  public  land  laws. 


Executed  at  Wadiington,  D.  C.,  this 
28th  day  of  December  1956. 


JuL  X  1957; 


DEPARTMENT  OF  THE  INTERIOR 

Bureau  of  Lond  Manosemenl 

[70014] 

Riyerton  Project,  Wyoming 


atat.  350:  39  U.  8.  C.  MSI  et  Mq.;  B.  Ol 
10644k  90  F.  B.  8863.  8  G3PB,  1956  Sl4>p.> 


[seal] 


Edward  Woozley. 

Director, 


IF.  E.  Doc.  67-8;  ‘  FUed.  Jan.  3,.  1957; 
8:45  a.  m.] 


DEPARTMENT  OF  COMMERCE 


Federal  Maritime  Board 

Stone  Forwarding  Co..  Inc.,  et  al. 


notice  of  agreements  filed  with  the 
board  for  approval 


Notice  is  hereby  given  that  the  follow¬ 
ing  described  agreements  have  been  filed 
with  the  Board  for  approval  pursuant  to 
section  15  of  the  Shipping  Act,  1916,  39 
Stat  733,  46  U.  S.  C.  814.  > 

(1 )  Agreement  No.  8181  between  Stone 
Forwardipg  Company,  Inc.,  Houston, 
Texas,  and  H.  A.  Gogarty,  Inc.,  New 
York,  New  York; 

(2)  Agreement  No.  8182  between  Stone 
Forwarding  Company,  Inc.,  and  T.  J. 
Hanson,  Beaumont,  Texas;  and 

(3)  Agreement  No.  8183  between  Stone 
Forwarding  Company.  Inc.,  and  W.  M. 
Cook  &  Company,  Inc.,  New  York,  New 
York; 


are  cooperative  working  arrangements 
imder  which  the  parties  perform  freight 
forwarding  services  for  each  other. 

Interested  parties  may  inspect  these 
agreements  and  obtain  copies  thereof  at 
the  Regulation  Office.  Federal  Maritime 
Board.  Washingtcm,  D.  C.,  and  may  sub¬ 
mit,  within  20  days  after  publication  ol 
this  notice  in  the  Federal  Register. 
written  statements  with  refer^ce  to  the 
agreements,  and  their  position  as  to  ap¬ 
proval,  disapproval,  or  modification,  to¬ 
gether  with  request  for  hearing  should 
such  hearing  be  desired. 


By  order  of  the  Federal  Maritime 
Board. 


Dated:  December  28, 1956. 

ISEALl  James  L.  Pimper,* 

Secretary. 


[F.  B.  Doc. 


67-39:  FUed, 
8:51  a.  m.] 


Jan.  2.  1967; 


Office  of  the  Secretary 

Lawrence  H.  Zahn 


report  of  appointment  and  s 
exkancial  interests 
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Report  of  appointment  and  statement 
of  fipancial  interests  required  by  section 
710  (b)  (6)  of  the  Defense  Production 
Act  of  1950,  as  amended. 


The  text  oi  Federal  Register  Docu¬ 
ment  56-9572  £q;H;)earing  on  pages  9196-7 
of  the  issue  for  November  24, 1956.  which 
follows  words  "Acting 


Report  of  Appointment 


1.  Name  of  appointee;  Lawrence  H. 
ZahzL 


19 


PI 
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Thursday,  January  3,  1957. 
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2.  Employing  agency:  Department  of 
Commerce,  Business  and  Defense  Serv¬ 
ices  Administration. 

3.  Date  of  appointment:  December  3, 
1956. 

4.  Title  of  position:  Consultant. 

5.  Name  of  private  employer:  CIBA 
pharmaceutical  Products  Inc.,  Summit, 
New  Jersey. 

John  P.  Litkens, 
Acting  Efirector  of  Personnel. 

December  27,  1956. 

Statement  of  Financial  Interests 

6.  Names  of  any  corporations  of  which 
the  appointee  is  an  officer  or  director  or 
within  60  days  preceding  appointment 
has  been  an  officer  or  director,  or  in 
which  the  appointee*  owns  or  within  60 
days  preceding  appointment  has  owned 
any  stocks,  bonds,  or  other  financial  in¬ 
terests;  any  partnerships  in  which  the 
appointee  is,  or  within  60  days  preceding 
appointment  was,  a  partner;  and  any 
other  businesses  in  which  the  appointee 
owns,  or  within  60  days  preceding 
appointment  has  owned,  any  similar 
interest. 

American  Telephone  &  Telegraph. 

Beech  Aircraft  Corporation. 

Payne  Cutlery  Company. 

Texas  Instruments  Corporation. 

Merck  &  Company. 

CIBA  Pharmaceutical  Products  Inc. 

Bank  deposits. 

Dated:  December  19, 1956. 

Lawrence  H.  Zahn. 

[P.  R.  Doc.  67-19;  Piled,  Jan.  2,  1957; 

8:48  a.  m.] 


DEPARTMENT  OF  AGRICULTURE 

Office  of  the  Secretary 

Pennsylvania 

sale  of  mineral  interests;  area 

DESIGNATION 

Pursuant  to  the  authority  contained  in 
Public  Law  760,  81st  Congress  (64  Stat. 
769)  the  County  of  Chester  in  Common¬ 
wealth  of  Pennsylvania,  is  hereby  desig¬ 
nated  as  an  area  in  which  mineral  inter¬ 
ests  covered  by  a  single  application  may 
be  sold  for  their  fair  market  value. 

Done  at  Washington,  D.  C.,  this  28th 
day  of  December  1956. 

[seal]  E.  L.  Peterson, 

Acting  Secretary. 

IP.  R.  Doc.  67-37;  Piled,  Jan.  2,  1967; 
8:52  a.  m.] 


CIVIL  AERONAUTICS  BOARD 

[Docket  No.  8229  et  al.] 

Capital  Airlines,  Inc. 

NOTICE  OF  PREHEARING  CONFERENCE 

In  the  matter  of  the  proposal  of  Capi¬ 
tal  Airlines,  Inc.  to  permit  excursion  fare 
travel  on  additional  days  of  the  week. 

Notice  is  hereby  given  that  a  prehear¬ 
ing  conference  in  the  above-entitled  in¬ 
vestigation  is  assigned  to  be  held  on  Jan¬ 
uary  23,  1957,  at  10:00  a.  m.,  e.  s.  t.,  in 
Room  E-210,  Temporary  Building  No.  5, 


Sixteenth  Street  and  Constitution  Ave¬ 
nue  NW.,  Washington,  D.  C.,  before 
Examiner  F.  Merritt  Ruhlen.  - 

Dated  at  Washington,  D.  C.,  Decem¬ 
ber  28,  1956. 

[seal]  Francis  W.  Brown, 

Chief  Examiner, 

[P.  R.  Doc.  67-30;  Piled,  Jan.  2,  1967; 
8:61  a.  m.] 


[Docket  No.  8404] 

Rate  of  Return  Local  Service  Carriers 

NOTICE  OF  PREHEARING  CONFERENCE 

Notice  is  hereby  given  that  a  prehear¬ 
ing  conference  in  the  above-entitled  in¬ 
vestigation  is  assigned  to  be, held  on 
January  29,  1957,  at  10:00  a.  m.,  e.  s.  t., 
in  Room  E-210,  Temporary  Building  No. 
5,  Sixteenth  Street  and  Constitution 
Avenue  NW.,  Washington,  D.  C.,  before 
Examiner  William  J.  Madden. 

Dated  at  Washington,  D.  C.,  December 
28,  1956. 

[seal]  Francis  W.  Brown, 

Chief  Examiner. 

[P.  R.  Doc.  67-31:  Piled,  Jan.  2,  1967; 
8:61  a.  m.] 


[Docket  No.  8412] 

Pan  American  World  Airways,  Inc.,  and 
"  The  Flying  Tiger  Line,  Inc. 

NOTICE  OF  PREHEARING  CONFERENCE 

In  the  matter  of  the  joint  application 
of  Pan  American  World  Airways,  Inc., 
and  The  Plying  Tiger  Line  Inc.  for  an 
exemption  from  Section  408  of  the  Civil 
Aeronautics  Act  of  1938,  as  amended. 

Notice  is  hereby  given  that  a  prehear¬ 
ing  conference  in  the  above-entitled  ap¬ 
plication  is  assigned  to  be  held  on  Janu¬ 
ary  9,  1957,  at  10:00  a.  m.,  e.  s.  t.,  in 
Room  E-210,  Temporary  Building  No.  5, 
Sixteenth  Street  and  Constitution  Ave¬ 
nue  NW.,  Washington,  D.  C.,  before 
Examiner  Richard  A.  Walsh. 

Dated  at  Wiishington,  D.  C.,  December 
28,  1956. 

[seal]  Francis  W.  Brown, 

Chief  Examiner. 

[P.  R.  Doc.  67-33;  Plied,  Jan.  2,  1967; 
8:61  a.  m.] 


[Docket  No.  8430] 

Capital  Airlines,  Inc. 

NOTICE  OF  PREHEARING  CONFERENCE 

In  the  matter  of  group  fares  proposed 
by  Capital  Airlines,  Inc. 

Notice  is  hereby  given  that  a  prehear¬ 
ing  conference  in  the  above-entitled  in¬ 
vestigation  is  assigned  to  be  held  on  Jan¬ 
uary  23,  1957,  at  2:00  p.  m.,  e.  s.  t.,  in 
Room  E-210,  Temporary  Building  No.  5, 
Sixteenth  Street  and  Constitution  Ave¬ 
nue  NW.,  Washington,  D.  C.»  before 
Examiner  F.  Merritt  Ruhlen. 


Dated  at  Washington,  D.  C.,  December 
28,  1956. 

[SEAL]  Francis  W.  Brown, 

Chief  Examiner. 

[P.  R.  Doc.  67-32;  Piled,  Jan.  2,  1967; 
8:61  a.  nx.] 


FEDERAL  POWER  COMMISSION 

[Docket  No.  11-6719] 

Georgia  Power  and  Light  Co.  and 
Florida  Power  Corp. 

»  notice  of  application 

December  26, 1956. 

Take  notice  that  on  December  17, 1956, 
an  application  was  hied  with  the  Federal 
Power  Commission  pursuant  to  section 
203  of  the  Federal  Power  Act  by  Georgia 
Power  and  Light  Company  (hereinafter 
called  “Georgia  Light”)  and  Florida 
Power  Corporation  (hereinafter  called 
“Florida  Power”)  for  sale  of  facilities, 
hereinbelow  described,  to  Georgia  Power 
Company  (hereinafter  called  “Georgia 
Power”) .  Georgia  Light  is  a  corporation 
organized  under  the  laws  of  the  State  of 
Georgia  and  doing  business  in  said  state 
with  its  principal  business  office  at  Val¬ 
dosta,  Georgia.  Florida  Power  is  a  cor¬ 
poration  organized  under  the  laws  of  the 
State  of  Florida  and  doing  business  in 
the  States  of  Florida  and  Georgia,  with 
its  principal  business  office  at  St.  Peters¬ 
burg,  Florida.  Georgilt  Light  is  a  sub¬ 
sidiary  of  Florida  Power.  Georgia  Light 
proposes  to  sell  and  convey  all  the  assets, 
properties  and  business  to  Georgik  Power 
for  cash  at  and  for  a  base  sales  price  of 
$8,650,000,  plus  any  increase  or  minus 
any  decrease  between  April  30, 1956,  and 
the  last  day  of  the  first  calendar  month 
immediately  preceding  the  qlosing  date 
of  the  transaction,  in  the  stated  value  of 
the  outstanding  shares  of  common  stock 
of  Georgia  Light,  Its  capital  and  earned 
surplus,  and  the  amount  of  the  accoimt 
payable  by  Georgia  Light  to  Florida 
Power  subject  to  such  further  adjust¬ 
ments  as  provided  in  the  agreement  of 
sale.  Florida  Power,  as  owner  of  all  of 
the  outstanding  shares  of  common  stock 
of  Georgia  Light,  will  upon  the  comple¬ 
tion  of  the  transactions,  liquidate  its 
investments  in  Georgia  Light  by  a  dis¬ 
solution  of  that  corporation  and  the 
transfer  of  the  proceeds  of  the  sale  from 
Georgia  Light  will  be  made  to  Florida 
Power.  Upon  the  conclusion  of  the  sale 
of  the  assets,  properties  and  business  of 
Georgia  Light  to  Georgia  Power,  Florida 
Power  will  sell  to  Georgia  Power  electric 
energy  at  varying  demands  for  a  period 
of  three  years  at  demand  and  energy 
charges  corresponding  to  those  now  in 
effect  in  the  wholesale  power  agreement 
now  existing  between  Florida  Power  and 
Georgia  Light.  Florida  Power  wiU  sell 
and  dispose  of  to  Georgia  Power  that 
portion  of  a  certain  110  kv.  transmission 
line  owned  by  Florida  Power  but  located 
in  Georgia  in  the  territory  served 'by 
Georgia  Light  extending  from  the  Flor- 
ida-Georgia  state  line  from  Jasper,  Flor¬ 
ida,  to  Bamesrville,  Georgia,  being  47.46 
miles  in  length  comprising  the  21.57  mile 
section  from  the  Florida-Georgia  State 
line  to  the  Pine  Grove  Substation  and 


NOTICES 


the  25^  mSe  long  section  from  the  Pine 
Grove  Substation  to  Bameyville,  Geor* 
gia.  Said  transmission  line  is  to  be  sold 
for  cash,  at  the  original  cost  thereof  less 
applicable  depreciation  reserve  *  at  the 
date  of  transfer. 

The  assets,  prc^rties  and  business  of 
Georgia  Light  proposed  to  be  sold  to 
Georgia.  Power,  are  utilized  in  the  gene¬ 
ration,  transmission,  distribution  and 
sale  of  electric  energy  at  wholesale  and 
at  retail  in  19  coimties  in  South  Georgia 
serving  approximately  36,000  customers 
among  the  inhabitants  of  35  incorpo- 


Central  Electric  ft  Gas  Company  (C^- 
trail  for  resale  on  an  interruptiUe  basis 
to  the  Gifford  Alfalfa  Company  for  use 
in  its  alfalfa  dehydration  plant  near 
NickersoR. 

Central  will  construct,  own  and  oper¬ 
ate  the  iMcessary  pipeline  between  Ap¬ 
plicant’s  facilities  and  the  alfalfa 
dehydration  plant. 

^  The  total  estimated  cost  of  the  pro¬ 
posed  facilities  is  $3,800,  for  which  Appli¬ 
cant  will  be  reimbursed  by  Central. 

The  maximum  daily  demand  of  the 
alfalfa  plant  is  estimated  at  700  Mcf  and 


rated  cities  and  towns  and  14  unincor-*  the  estimated  annual  requirements  are 
porated  towns  and  rural  communities.  i2,000Mcf. 


Said  facilities  comprise  all  of  the  facili¬ 
ties  of  Georgia  light. 

The  properties  aiul  facilities  are  inte¬ 
grated  with  ttiose  of  Florida  Power  and 
the  hiansmission  facilities  of  Georgia 
Light  and  Florida  Power  are  intercon¬ 
nected  at  six  points  along  the  Florida- 
Georgia  boundary  line.  Upon  comple¬ 
tion  of  the  sale  of  such  iMx>perties  and 
facilities  by  Georgia  Light  to  Georgia 
Power,  the  properties  win  be  Intercon¬ 
nected  and  integrated  with  the  proper¬ 
ties  azul  facilities  of  Florida  Power  at  the 
same  taiterchange  points  now  in  exist¬ 
ence  between  the  two  applicants  or  at  ad¬ 
ditional  interchange  points. 

Any  person  desiring  to  be  heard  or 
make  any  protest  with  reference  to  said 
applicatkm  should  on  or  before  the  18Ui 
day  of  January  1957,  file  with  the  FM- 
eral  Power  Commission,  Washington  35, 
D.  C.,  a  petition  or  protest  in  accordance 
with  th^  Commission’s  rules  of  practice 
and  procedure.  The  application  is  on 
file  and  available  for  public  inspection. 

[SEAL]  J.  H.  Gutiudk. 

Axiting  Secretary, 

(F.  R.  Doc  .67-7;  PUed.  January  2.  1957; 

8:45  a.m.] 


[Docket  No.  0-0124} 

Northebn  Natural  Gas  Co. 

Roncx  or  AK>LICATIORr  AND  DATE  Of 
BXARINa 

Deceubxr  26,  1956. 

.  Take  notice  that  Northern  Natural  Gas 
Company  (Applicant),  a  Delaware  cor¬ 
poration  having  its  principal  place  of 
business  at  2223  Dodge  Street.  Omaha. 
Nebraska,  filed  on  July  11,  1955,  an  ap¬ 
plication  for  a  certificate  of  public  con- 
vaiience  and  necessity,  pursuant  to 
section  7  (c)  of  the  Natural  Gas  Act  au¬ 
thorizing  Applicant  to  construct  and  op¬ 
erate  certain  natural  gas  facilities  and 
to  render  service  as  hereinafter  de¬ 
scribed,  8id>ject  to  the  Jurisdiction  of  the 
Commission,  all  as  more  fully  represented 
in  the  application  which  is  on  file  with 
the  Commission  and  open  for  public  in¬ 
spection. 


This  matter  is  one  that  should  be  dis¬ 
posed  of  as  promptly  as  possible  \inder 
the  applicabte  rules  and  regulations,  and 
to  that  end; 

Take  furth^  notice  that,  pursuant  to 
the  authority  contained  in  and  subject  to 
the  jurisdiction  conferred  upon  the  Fed¬ 
eral  Power  Commission  by  sections  7  and 
15  the  Natural  Gas  Act,  and  the  Com¬ 
mission’s  rules  of  practice  and  procedure 
a  hearing  will  be  held  on  January  31. 
1957,  at  9:30  a.  m.,  e.  s.  t.,  in  a  hearing 
room  of  the  Federal  Power  Commission, 
441  G  Street  NW.,  Washington,  D.  C., 
concerning  the  matters  involved  in  and 
the  issues  luresented  by  such  application: 
Provided,  however.  That  the  Commission 
may,  after  a  non-contested  hearing,  dis¬ 
pose  of  the  proceedings  pursuant  to  the 
provisions  of  §  1.30  (c)  (1)  or  (2)  of  the 
Commission’s  rules  of  practice  and  pro¬ 
cedure.  Under  the  procedure  herein  pro¬ 
vided  for.  unless  otherwise  advised,  it  will 
be  unnecessary  for  Applicant  to  appear  \ 
or  to  be  represented  at  the  hearing. 

Protests  or  petiticms  to  intervene  may 
be  filed  with  the  Federal  Power  Commis¬ 
sion,  Washington  25.  D.  C..  in  accord¬ 
ance  with  the  rules  of  practice  and  pro¬ 
cedure  (18  CFR  1.8  or  1.10)  on  or  before 
January  18.  1957.  Failure  of  any  party 
to  iq^;)ear  at  and  participate  in  the  hear¬ 
ing  shall  be  construed  as  waiver  of  and 
concurrence  in  omission  herein  of  the' 
intermediate  decision  lurocedure  in  cases 
where  a  request  therefor  is  made. 

[seal]  J.  H.  Gutride, 

Acting  Secretary. 

[P.  B.  Doc.  57-a;  Fned.  Jan.  3.  1957; 

8:45  a.  m.] 


Lakes,  Minnesota,  an  as  more  fully 
represented  in  the  application  which  is 
on  file  with  the  Commission  and  open 
for  pul^c  inspection. 

Applicant  proposes  to  construct  and 
operate  additi<mal  regulating  facilities  at 
its  exis^ng  measuring  and  regulating 
station  serving  the  Dairland  Co-opera¬ 
tive  Power  Plant  at  ’Twin  Lakes.  Minne¬ 
sota,  located  in  Section  11,  Twp.  101  N., 
R.  22  W.  in  Freeborn  County.  Minnesota. 

The  metering  facilities  at  the  creamery 
together  with  the  pipeline  between  the 
regulating  ^facilities  and  the  creamery 
will  be  constructed,  owned  and  operated 
by  Peoples  Natural  Gas  division  of  Appli¬ 
cant. 

,  The  estimated  cost  of  the  proposed 
regulating  facilities  is  $1,000,  which  win 
be  financed  out  of  fimds  on  hand. 

The  maximum  daily  demand  of  the 
creamery  is  estimated  at  325  Mcf  and  the 
estimated  annual  requirements  are 
57,600  Mcf. 

Take  further  notice  that,  pursuant  to 
the  authority  contained  in  and  subject  to 
the  Jurisdiction  conferred  upon  the  Fed¬ 
eral  Power  Commission  by  sections  7  and 
15  of  the  Natural  Gas  Act.  and  the  Com¬ 
mission’s  rules  of  practice  and  procedure, 
a  hearing  will  be  held  on  Thursday,  Jan¬ 
uary  31.  1957,  at  9:30  a.  m.,  e«  s.  t..  in  a 
hearing  room  of  the  Federal  Power  Com¬ 
mission,  441  G  Street  NW.,  Washington, 
D.  C.,  concerning  the  matters  involved  in 
and  the  issues  presented  by  such  appli¬ 
cation:  Provided,  however,  that  the 
Commission  may.  after  a  non-contested 
hearing,  dispose  of  the  proceedings  pur- 
,  suant  to  the  provisions  of  §  1.30  (c)  (1) 
or  (2)  of  the  Commission’s  rules  of  prac¬ 
tice  and  procedure.  Under  the  proced¬ 
ure  herein  provided  for.  unless  otherwise 
advised,  it  will  be  unnecessary  for  Appli¬ 
cant  to  appear  or  be  represeited  at  the 
hearing. 

Protests  or  petitions  to  intervene  may 
be  filed  with  the  Federal  Power  Commis¬ 
sion,  Washington  25,  D.  C.,  in  accordance- 
with  the  rules  of  luractice  and  procedure 
(18  CFR  1.8  oc.  1.10)  on  or  before  Janu¬ 
ary  18,  1957.  Failure  of  any  party  to 
appear  at  and  participate  in  the  hearing 
shall  be  construed  as  waiver  of  and  con¬ 
currence  in  omission  herein  of  the  inter¬ 
mediate  decision  procedure  in  cases 
where  a  request  therefor  is  made. 

[seal]  J.H.  Gutride, 

Acting  Secretary. 


Applicant  proposes  to  construct  and~  venience 


[Docket  No.  G-01561 
Northern  Natural  Gas  Co. 

NOTICE  OF  APPLICATION  AND  DATE  OF  HEARING 
December  26,  1956. 
Take  notice  that  Northern  Natural  Gas 
Company  (Applicant),  &  Delaware  cor¬ 
poration  having  its  principal  place  of 
business  at  2223  Dodge  Street.  Omaha. 
Nebraska,  filed  on  July  20, 1955,  an  appli¬ 
cation  for  a  certificate  of  public  con- 


67-9;  Filed,  Jan. 
8:46  a.  nx.} 


2,  1957; 


operate  a  measuring  and  regulating  sta¬ 
tion  at  a  point  on  its  Mating 
Nebraska  6-ineh  branch  iirw  located  in 
the  8E^  of  Sectimi  12.  Twp.  1ft  N., 
R.  8  E.  near  the  community  ot  NickenKm. 
Dodge  ODunty,  Nebraska.  It  is  proposed 
to  use  these  facilities  for  the  sale  and 


necessity,  pursuant 


section  7  of  the  Natural  Gas  Act,  au¬ 
thorizing  Api^icant  to  construct  and 
operate  certain  regulating  facilities  as 
hereinafter  described,  subject^  to  the 
jurisdiction  ot  the  Omnmission,  to  pro¬ 
vide  interruptible  service  to  the  .Albert 
Lea  Co-operaUve  Creamery  Association 


delivery  of  natural  gas  by  Applicant^d'  for  use  in  its  creamery  located  in  Twin 


[Docket  No.  (3-9965,  etc.] 

Natural  Gas  Pipeunb  Company  of 
America  et  al. 

ORDER  MODIFYING  AND  AMENDING  ORDER  FOR 
BEARING  AND  SPECIFYING  PROCEDURE 

In  the  matters  of  Natural  Gas  Pipeline 
Company  of  America,  Docket  No. 
G-9966;  Texas  Illinois  Natural  Gas  Pipe¬ 
line  Company,  Docket  No.  G-10103:  Colo¬ 
rado  Riterstate  Gas  Company.  DcKket  No. 
0-10176;  Chicago  District  Pipeline  Com¬ 
pany,  Docket  No.  G-10214;  Pacific  North¬ 
west  Pipeline  Corporation,  Docket  No. 
G-10455. 


\  • 


Thursday,  January  3,  1957 


FEDEKAL  REGISTER 


91 


The  Ctmunission.  on  November  30. 
1956,  issued  its  order  setting  the  above- 
styled  proceedings  for  hearing  commenc¬ 
ing  on  January  7.  1957,  at  10:00  a.  m., 
e.  s.  t.,  in  a  hearing  room  of  the  Federal 
Power  Commission,  441  G  Street  NW„ 
Washington,  D.  C„  and  in  such  order 
specified  the  procedure  to  be  followed 
with  respect  to  the  presentation  of  tes¬ 
timony  at  the  hearing. 

The  intent  of  the  order  issued  No¬ 
vember  30,  1956,  was  to  require  that  all 
testimony  relating  to  the  various  aspects 
of  the  certificate  applications  be  pre¬ 
sented  orally  *upon  the  record  at  the 
hearing  in  question  and  answer  form  and 
that  each  witness 'presenting  direct  tes¬ 
timony  would  be  cross-examined  imme¬ 
diately  upon  the  completion  of  his  direct 
examination.  Further,  any  redirect  tes¬ 
timony  and  cross-examination  with  re¬ 
spect  thereto  would  be  presented  imme- 
^ately  thereafter.  In  short,  the  fore¬ 
going  was  intended  to  prescribe  only  the 
form  in  which  all  testimony  of  whatever 
nature  was  to  be  presented. 

The  order  then  prescribed  the  se¬ 
quence  for  the  presentation  of  testimony, 
i.  e.,  the  order  required  each  applicant 
to  present  its  evidence  with  respect  to 
market  demands  in  accordance  with  the 
numerical  docket  designation  assigned 
to  its  application,  prior  to  the  presenta¬ 
tion  of  any  testimony  relating  to  other 
aspects  of  the  same  application. 

Natural  Gas  Pipeline  Company  of 
America  (Natural  Gas),  Texas  Illinois 
Natural  Gas  Pipeline  Company  (Texas 
Illinois)  and  Chicago  District  Pipeline 
Company  (Chicago  District) ,  on  Decem¬ 
ber  10,  1956,  filed  with  the  Commission  a 
letter  requesting  clarification  of  the 
order  and  a  change  in  the  sequence  pre¬ 
scribed  for  the  presentation  of  testimony 
in  the  proceedings.  In  such  letter  the 
three  applicants  named  state  that  the 
Commission’s  order  issued  November  30. 
1956,  is  ambiguous  and  request  clarifica¬ 
tion  thereof.  In  addition  they  request 
the  Commission  to  change  the  sequence 
in  which  the  applicant  have  been  di¬ 
rected  to  present  testimony  concerning 
market  demands  so  as  to  permit  Natural 
Gas.  Texas  Illinois  and  Chicago  District 
each  to  present  its  testimony  with  re¬ 
spect  to  markets  prior  to  the  presenta¬ 
tion  of  market  testimony  by  Colorado 
Interstate  Gas  Company  (Colorado  In¬ 
terstate)  and  Pacific  Northwest  Pipeline 
Corporation  (Pacific  Northwest) .  These 
two  companies,  C?olorado  Interstate  and 
Pacific  Northwest,  have  concurred  in  the 
request  for  change  in  the  sequence  pre¬ 
scribed  for  presentation  of  testimony. 

Our  order  issued  November  30,  1956 
(specifying  procedure) ,  was  designed  to 
expedite  the  hearing  in  these  proceed¬ 
ings,  and  to  enable  the  Commission,  if 
possible,  to  reach  an  early  decision  upon, 
as  a  separate  preliminary  issue,  the  issue 
of  exclusiveness  between  the  applications 
of  Natural  Gas,  Texas  Qlinois  and  Chi¬ 
cago  District  in  the  areas  they  serve  or 
propoi^  to  serve  and  the  applications  of 
Midwestern  Gas  Transmission  Company 
(Midwestern) ,  et  aL  filed  in  Docket  Nos. 
G-9451,  et  al. 

In  connection  with  tJie  foregoing  state¬ 
ment,  we  desire  to  point  out  that  the  is¬ 
sue  of  exclusiveness'has  been  raised  not 


only  in  these  proceedings  as  between 
Natural  Gas,  Texas  Illinois  and  Chicago 
District  and  Midwestern  but  also  as  an 
issue  in  other  proceedings  pending  before 
the  Commission  as  between  Midwestern 
and  Northern  Natural  Gas  Company 
(Northern) ,  et  al..  Docket  Nos.  G-2399,  et 
al.,  and  Midwestern  and  Michigan  Wis¬ 
consin  Pipe  Line  Company,  et  al..  Docket 
Nos.  G-2327,  et  al.  and  Docket  No.  G- 
9850.  We  are  cognizant  of  the  great 
public  interest  which  has  been  generated 
and  manifested  among  potential  custom¬ 
ers  located  in  areas  which  would  be 
served  by  the  pipeline  projects  covered 
by  the  respective  applications  referred 
to  above,  and  among  the  local  and  state 
authorities  in  the  states  in  which  the 
competitive  areas  are  located.  It  is  our 
intention,  therefore,  to  set  down  for 
hearing  at  the  earliest  possible  date  in 
appropriate  consolidated  proceedings  the 
applications  of  the  pipeline  ccxnpanies 
referred  to  above  in  order  to  consider  the 
competitive  or  mutually  exclusive  as¬ 
pects  presented  in  the  light  of  their  re¬ 
lation  to  the  overall  determination  of  the 
feasibility  of  each  project  for  which 
authorization  is  sought.  However,  until 
the  C(unmission  is  possessed  of  su^ient 
information,  it  cannot  determine  which 
proceedings  can  be  appropriately  consol¬ 
idated.  We  feel  that  action  looking  to¬ 
ward  increased  service  to  markets  pres¬ 
ently  being  served  in  non-competitive 
areas  should  not,  where  possible,  be  de¬ 
ferred  until  after  the  competitive  aspects 
of  the  respective  applications  can  be 
considered  and  determined. 

In  accordance  with  the  foregoing  we 
will  amend  our  order  for  hearing  and 
specifying  procedure  issued  November 
80,  1956  as  hereinafter  indicated. 

The  Commission  finds: 

It  is  appropriate  and  in  the  public  In- 
I  terest  under  the  provisions  of  the  Natural 
Gas  Act  to  clarify  and  amend  the  Com¬ 
mission’s  order  issued  in  these  proceed¬ 
ings  on  November  30,  1956,  and  to  pro¬ 
vide  that  the  procedure  be  as  hereinafter 
ordered  in  the  conduct  of  hearing  set  to 
commence  on  January  7,  1957,  in  these 
conscAidated  proceedings. 

The  Commission  orders: 

(A)  The  procedure  at  the  hearing  In 
the  above-styled  proceedings  in  Docket 
Nos.  G-9966,  G-10103,  G-10176,  G-10214 
and  G-10455  shall  be  as  follows: 

(i)  All  testimony  in  these  proceedings 

shall  be  presented  orally  at  the  hearing 
in  question  and  answer  form.  f 

(ii)  Each  witness  as  he^appears  to 
testify  concerning  a  particular  aspect  of 
an  application  shall  give  his  full  and 
complete  testimony  with  respect  thereto. 
’‘Full  and  complete  testimony”  shall  in¬ 
clude  direct  testimony,  cross-examina¬ 
tion,  i^irect  testinumy,  recross-exami¬ 
nation,  etc.,  it  being  the  intent  of  this 
order  that  each  witness  shall  give  his 
full  and  complete  testimony  with  respect 
to  a  particular  aspect  of  an  application 
as  he  is  presented  at  the  hearing. 

(iii)  In  the  sequence  in  which  nsuned 
Natural  Gas.  Texas  Illinois  and  caiieago 
District  shall  present  full  and  complete 
market  testimony  prior  to  the  presenta^, 
tion  of  any  testimony  relating  to  other 
aspects  of  the  applications  or  other  mat¬ 
tes  or  issues  involved.  The  presentation 


of  the  market  testimony  by  Natmal  Gas, 
Texas  Illinois  and  Chicago  District  shall 
be  completed  prior  to  the  presentation  of 
testimony  by  any  other  psirty  to  the  pro¬ 
ceeding. 

(iv)  Upon  completion  of  the  presenta¬ 
tion  of  testimony  as  required  by  subpara- 
graph  (iii) '  hereof,  other  parties  to  the 
proceeding  shall  be  afforded  an  oppor¬ 
tunity  to  present  immediately  any 
counter  testimony  to  that  presented  by 
the  parties  referred  to  in  subparagraph 
(iii)  hereof. 

(V)  Upon  the  completion  of  the  pres¬ 
entation  of  counter  testimony  by  other 
parties  to  the  proceeding.  Natural  Gas, 
Texas  Illinois  and  Chicago  District  shall 
be  afforded  an  opportunity  to  present  re¬ 
buttal  testimony. 

(vi)  Upon  completion  of  the  presenta¬ 
tion  of  the  testimony  as  described  in  sub- 
paragraphs  (iii) ,  (iv)  and  (v)  hereof  the 
record  shall  immediately  be  certified  to 
the  Commission  for  its  consideration  and 
decision,  as  a  separate  preliminary  issue, 
the  issue  of  exclusiveness  of  the  applica¬ 
tions  of  Midwestern  and  Natural  Gas, 
Texas  Illinois  and  Chicago  District.  Op- 
pt^unlty  will  oe  afforded  all  parties  to 
file  briefs  or  for  oral  argument. 

(vii)  Pending  the  determination  of 
the  issue  as  set  forth  in  subparagraph 
(vi)  hereof,  the  hearing  shall  proceed 
for  the  presentation  of  full  and  complete 
market  testimony  by  Colorado  Interstate 
and  Pacific  Northwest. 

(viii)  Upon  completion  of  the  presen¬ 
tation  of  market  testimony  by  Colorado 
Interstate  and  Pacific  Northwest,  in  the 
following  sequence  full  and  complete  tes¬ 
timony  rtiall  be  presented  by  Natural 
Gas,  Texas  Illinois.  Chicago  District,  Col¬ 
orado  Interstate  and  Pacific  Northwest 
with  respect  to  each  other  asi>ect  of  its 
particular  application  and  other  matters 
and  issues  involved.  Thereupon  other 
parties  shall  be  afforded  an  opportunity 
to  present  counter  testimony,  and  the 
applicants  afforded  an  opportunity  to 
present  rebuttal  testimony. 

(B)  No  recess  shall  be  taken  during 
the  course  of  the  hearing  for  the  purpose 
of  preparing  cross-examination  or  for 
preparation  of  other  testimony. 

Issued:  December  26, 1956. 

By  the  Commission. 

[seal]  J.  H.  GUTtlDE. 

Acting  Secretary. 

[P.  R.  Doc.  67-12;  PUed,  Jan.  2,  1967; 

8:46  a.  m.l 


[Docket  No.  0-11640] 

Continental  On.  Co.  (Operator)  et  al. 

ORDER  SUSPENDING  PROPOSED  (mANGE  IN 
RATES 

Continental  Oil  Company  (Operator) 
et  al.  (Continental  et  aL),^  on  November 


*In  addition  to  Gontinental.  the  fellow- 
Ing 'named  producers  are  parties  to  the  rate 
schedule  hereinafter  designated:  Rred  Oood- 
steln,  d/b/a  TMgood  Oil  Company,  Fred  BC. 
Manning  Company,  Estate  of  X.  E.  R'own 
(The  International  Trust  Company  of  Den¬ 
ver,  Colorado,  Ezecuten:) ,  Knox  OU  Company, 
Oxford  OU  Company,  and  Wyopark  OU  Com¬ 
pany. 
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NOTICES 


23,  1956,  tendered  for  filing  a  proposed 
change  in  their  presently  effective  rate 
schedule  for  sales  subject  to  the  jurisdic¬ 
tion  of  the  Conunission.  The  proposed 
change,  which  constitutes  an  increased 
rate,  is  contained  in  the  following  desig¬ 
nated  filing  which  is  proposed  to  become 
effective  on  the  date  shown: 

Description;  Purchaser;  Rate  Schedule 

Designation;  and  Proposed  Effective  Date 

Notice  of  change,  undated;  Montana- 
Dakota  Utilities  Company;  Supplement  No.  2 
to  Continental  et  al..  FPC  Gas  Rate  Sched¬ 
ule  No.  2;  January  1,  1957. 

The  Increased  rate  proposed  in  the 
aforesaid  filing  has  not  been  shown  to  be 
justified,  and  may  be  unjust,  unreason¬ 
able,  unduly  discriminatory,  or  prefer¬ 
ential,  or  otherwise  unlawful 

The  Commission  finds:  It  is  necessary 
and  proper  in  the  public  interest  and  to 
aid  in  the  enforcement  of  the  provisions 
of  the  Natural  Oas  Act  that  the  Commis¬ 
sion  enter  upon  a  hearing  concerning 
the  lawfuln^  of  the  said  proposed 
change,  and  that  the  above -designated 
supplement  be  suspended  and  the  use 
thereof  deferred  as  hereinafter  ordered. 

The  Commission  orders: 

(A)  Pursuant  to  the  authority  con¬ 
tained  in  sections  4  and  15  of  the  Natural 
Gas  Act  and  the  Commission's  general 
rules  and  regulations  (18  CJFR  Chapter 
I) ,  a  public  hearing  be  held  upon  a  date 
to  be  fixed  by  notice  from  the  Secretary 
concerning  the  lawfulness  of  said  pro¬ 
posed  change  in  rates;  and,  pending  such 
hearing  and  decision  thereon,  the  above- 
designated  supplement  be  and  the  same 
hereby  is  suspended  and  the  use  thereof 
deferred  until  June  1,  1957,  and  until 
such  further  time  as  it  is  made  effective 
in  the  manner  prescribed  by  the  Natural 
Gas  Act. 

(B)  Neither  the  supplement  hereby 
suspended,  nor  the  rate  schedule  sought 
to  be  altered  thereby  shall  be  changed 
until  this  proceeding  has  been  disposed 
of  or  until  the  period  of  suspension  has 
expired,  unless  otherwise  ordered  by  the 
Commission. 

(C)  Interested  state  commissions  may 
participate  as  provided  by*§§  1.8  and  1.37 
(f)  of  the  Commission's  rules  of  practice 
and  procedure  (18  CFR  1.8  and  1.37  (f)  >. 

'  Issued:  December  26,  1956. 

By  the  Commission.* 

[seal!  J.  H.  Gutride, 

Acting  Secretary. 

[P.  B.  Doc.  67-10;  Piled,  Jan.  2,  1967; 

8:46  a.  m.] 

k  " 

[Docket  No.  0-11641] 

Phillips  Petroleum  Co. 

ORDER  SUSPENDING  PROPOSED  CHANGE 
IN  RATES 

Phillips  Petroleum  Company  (Phillips) 
on  November  26,  1956,  submitted  for  fil¬ 
ing  a  proposed  change  in  rate  schedule 
for  a  sale  of  natural  gas  subject  to  the 
Jurisdiction  of  the  Commission.  The 
proposed  change  is  contained  in  the  fol- 


s  Commissioner  Digby  dissenting. 


lowing  filing  which  is  proposed  to  become 
effective  on  the  date  shown. 

Description;  Purchaser;  Rate  Schedule 
Designation;  and  Proposed  Effective  Date 

Notice  of  change,  dated  November  21, 
1956;  Northern  Natiiral  Oas  Company;  Sup¬ 
plement  No.  7  to  Phillips  FPC  Oas  Rate 
Schedule  No.  24;  January  1,  1957. 

By  order  issued  January  3,  1955,  in 
Docket  G-6621,  a  prior  increase  under 
the  same  rate  schedule  was  su^iended 
and  its  use  deferred  until  March  1,  1955, 
and  until  made  effective  in  the  manner 
prescribed  by  the  Natural  Gas  Act.  The 
increase  in  Docket  No.  G-6621  was  per¬ 
mitted  to  become  effective  subject  to  re¬ 
fund  on  March  1,  1955,  by  order  issued 
in  that  docket. 

The  proposed  increased  rate  and 
charge  designated  above  has  not  been 
shown  to  be  justified  and  may  be  un¬ 
just,  unreasonable,  unduly  discrimina¬ 
tory  or  preferential,  or  otherwise  im- 
l^wful. 

The  Commission  finds;  It  is  necessary 
and  proper  in  the  public  interest  and  to 
aid  in  the  enforcement  of  the  provisions 
of  the  Natural  Gas  Act  that  the  Com¬ 
mission  enter  upon  a  hearing  concern¬ 
ing  the  lawfulness  of  the  said  proposed 
change,  and  that  the  above-designated 
supplement  be  suspended  and  the  use 
thereof  deferred  as  hereinafter  ordered. 
The  Commission  orders: 

(A)  Pursuant  to  the  authority  con¬ 
tained  in  sections  4  and  15  of  the  Natural 
Gas  Act  and  the  Commission’s  general 
rules  and  regulations  (18  CFR  Chapter 
I) ,  a  public  hearing  be  held  upon  a  date 
to  be  fixed  by  notice  from  the  Secretary, 
concerning  the  lawfulness  of  the  pro¬ 
posed  increased  rate  and  charge  con¬ 
tained  in  Supplement  No.  7  to  Phillips 
FPC  Gas  Rate  Schedule  No.  24;  and, 
pending  such  hearing  and  decision  there¬ 
on,  said  supplement  be  and  it  is  hereby 
suspended  and  the  use  thereof  deferred 
until  June  1, 1957,  and  until  such  further 
time  as  it  is  made  effective  in  the  manner 
prescribed  by  the  Natural  Gas  Act. 

(B)  Neither  the  supplement  hereby 
suspended,  nor  tiie  rate  schedule  sought' 
to  be  altered  thereby,  shall  be  changed 
until  this  proceeding  has  been  disposed 
of  or  imtil  the  period  of  suspension  has 
expired,  unless  otherwise  ordered  by  the 
Commission. 

(C)  Interested  state  commissions  may 
participate  as  provided  by  §§  1.8  and  1.37 
(f)  of  the  Commission’s  rules  of  practice 
and  procedure  (18  CFR  1.8  and  1.37  (f ) ) , 

By  the  Commission.' 

[SEAL]  J.  H.  Gutride, 

,  Acting  Secretary. 

[P.  R.  Doc.  67-1 PUed,  Jan.  2,  1967; 

8:46  a.m.]  • 


FEDERAL  RESERVE  SYSTEM 

First  New  York  Corp.  et  al. 

NOTICE  OF  applications  FILED  FOR  APPROVAL 
OF  ACTION  TO  BECOME  BANK  HOLDING 
COMPANIES  AND  ORDER  FOR  HEARING 
THEREON 

Notice  Is  hereby  given  that  applications 
have  been  made  to  the  Board  of  Gover¬ 


nors  of  the  Federal  Reserve  System,  pur¬ 
suant  to  section  3  (a)  of  the  Bank 
Holding  Company  Act  of  1956  (12  U.  S.  C. 
1842),  by  the  following  applicants  for 
the  prior  approval  by  the  Board  of  the 
following  actions: 

First  New  York  Corporation,  a  Dela¬ 
ware  corporation,  seeks  Board  approval 
of  action  whereby  it  would  become  a  bank 
holding  company  with  respect  to  each 
of  the  following  banks:  ’The  Metropoli¬ 
tan  National  Bank,  into  which  would  be 
consolidated  The  First  National  City 
Bank  of  New  York„  under  the  latter 
name;  The  First  National  City  Trust 
Company  of  New  York,  into  which  would 
be  consolidated  City  Bank  Farmers  ’Trust 
Company;  and  County  Trust  National 
Bank,  into  which  would  be  consolidated 
County  Trust  Company  of  White  Plains, 
New  York; 

The  First  National  City  Bank  of  New 
York  seeks  Board  approval  of  action 
whereby  it  would  become  a  bank  holding 
company  with  respect  to  The  Metropoli¬ 
tan  National  Bank,  The  First  National 
City  'Trust  Company  of  New  York,  County 
Trust  National  Bank,  and  International 
Banking  Corporation; 

International  Banking  Corporation 
seeks  Board  approval  of  action  whereby 
it  would  become  a  bank  holding  com¬ 
pany  with  respect  to  The  Metropolitan 
National  Bank,  The  First  National  City 
Trust  Company  of  New  York,  and  County 
Trust  National  Bank. 

It  is  proposed  that  First  New  York 
Corporation  will  operate  as  a  holding 
company  of  the  three  subsidiary  national 
banks,  namely.  The  Metropolitan  Na¬ 
tional  Bank,  'The  First  National  City 
Trust  Company,  and  County  'Trust  Na¬ 
tional  Bank.  It  is  further  proposed  that 
The  First  National  City  Bank  of  New 
York,  City  Bank  Farmers  Trust  Com¬ 
pany,  and  County  Trust  Company  will 
respectively  consolidate  with  these  sub¬ 
sidiaries  pursuant  to  the  provisions  of 
the  national  banking  laws. 

It  appearing  to  the  Board  of  Gov¬ 
ernors  that  it  is^appropriate  in  the  pub¬ 
lic  interest  that  a  hearing  be  held  with 
respect  to  these  applications: 

It  is  hereby  ordered.  That,  pursuant 
to  section  7  (a)  of  the  Board’s  Regula¬ 
tion  Y  (12  c:FR  222.7  (a)),  promul¬ 
gated  under  the  Bank  Holding  Company 
Act  of  1956,  a  public  hearing  with  re¬ 
spect  to  these  applications  be  held  com¬ 
mencing  January  24, 1957,  at  10  a.  m.,  in 
Room  1202  of  the  offices  of  the  Board 
of  Governors  of  the  Federal  Reserve 
System,  20th  Street  and  Constitution 
Avenue  NW.,  Washington,  D.  C.,  before 
a  hearing  examiner  selected  by  the  Civil 
Service  Commission  pursuant  to  section 
11  of  the  Administrative  Procedure  Act, 
such  hearing  to  be  conducted  in  accord- 
,  ance  with  the  Rules  of  Practice  for  For¬ 
mal  Hearings  of  the  Board  of  Governors 
of  the  Federal  Reserve  System  (12  CFR 
Part  263).  The  right  is  reserved  to  the 
Board  or  such  hearing  examiner  to  des¬ 
ignate  any  other  place  for  such  hearing 
or  any  part  thereof  which  may,  be  deter¬ 
mined  to  be  necessary  or  appropriate  for 
the  convenience  of  the  parties. 

It  is  further  ordered.  That  the  follow¬ 
ing  matters  will  be.the  subject  of  con- 
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Thursday,  January  3,  1957 

sideration  at  said  hearing,  without 
prejudice  to  the  designation  of  additional 
related  matters  and  questions  up^  fur¬ 
ther  examination: 

1.  The  financial  history  and  condition 
of  the  companies  and  the  banks 
concerned ; 

2.  The  prospects  of  said  c(Hnpanies  and 
banks; 

3.  The  character  of  their  management; 

'  4.  The  convenience,  needs,  and  welfare 
of  the  communities  and  the  area 
concerned ; 

5.  Whether  or  not  the  effect  of  such 
action  would  be  to  expand  the  size  or 
extent  of  the  bank  holding  companies’ 
system  involved  beyond  limits  consistent 
with  adequate  and  sound  banking,  the 
public  interest,  and  the  preservation  of 
competition  in  the  field  of  banking. 

It  is  further  ordered.  That  any  person' 
desiring  to  give  testimony  in  this  pro¬ 
ofing  should  file  with  the  Secretary 
of  the  Board  on  or  before  January  14, 
1957,  a  written  request  relative  thereto, 
said  request  to  contain  a  statement  of 
the  reasons  for  wishing  to  appear,  the 
nature  of  the  petitioner’s  interest  in  the 
proceeding,  and  a  summary  of  tiie 
matters  concerning  which  said  petitioner 
wishes  to  give  testimony.  Such  request 
will  be  presented  to  the  designated  hear¬ 
ing  examiner  for  his  determination  in 
the  matter  at  the  appropriate  time.  Per¬ 
sons  submitting  timely  requests  will  be 
notified  of  the  hearing  examiner’s  de¬ 
cision  in  due  course. 

By  order  of  the  Board  of  Governors, 

[seal]  Merritt  Sherman, 

Assistant  Secretary. 

December  26, 1956. 

[P.  R.  Doc.  66-10628;  Piled,  Dec.  81,  1966; 

8:48  a.  m.] 

SECURITIES  AND  EXCHANGE 
COMMISSION 

[Pile  Nos.  62-28,  54-183  ] 

Euier  E.  Bauer  et  al. 
supplemental  order  approving  proposed 

SETTLEMENTS  AND  RELEASING  JURISDIC¬ 
TION  IN  CONNECTION  THEREWITH 

December  27, 1956. 

In  the  matter  of  Ehner  E.  Bauer,  trus¬ 
tee  of  Pittsburgh  Railways  Company, 
debtor,  and  Philadelphia  Company  (Pile 
No.  52-28) ;  Philadelphia  Company  (Pile 
No.  54-183). 

I.  Elmer  E.  Bauer,  Trustee  of  Pitts¬ 
burgh  Railways  Company,  Debtor  (“Rail¬ 
ways”),  and  Philadelphia  Company,  a 
registered  holding  company  which  owns 
50.9  percent  of  the  common  stock  of 
Railways,  jointly  filed  a  plan  and  amend¬ 
ments  thereto  (“Combined  Plan”)  for  the 
reorganization  of  the  Pittsburgh  Rail¬ 
ways  System  under  Chapter  X  of  the 
Bankruptcy  Act  and  section  II  (f)  of 
the  Public  Utility  Holding  Company  Act 
of  1935  (“Holding  Company  Act”)  and 
for  tile  discharge  under  section  11  (e)  of 
the  Holding  Company  Act  of  Philadel¬ 
phia  Company’s  guarantees  affecting 
'Securities  of  the  Pittsburgh  Railways 
System. 

On  March  27,  1950,  the  Commission 
entered  its  order  approving  the  Com¬ 


bined  Flan  (Holding  Company  Act  Re¬ 
lease  No.  9759)  and  in  said  order  the 
Commisfdon  reserved  jurisdiction; 

(e)  Tb  examine  and  approve  settlements 
of  claims  arising  from  the  rejection  of  con¬ 
tracts,  agreements  or  leases  between  Rallwa3rs 
and  Philadelphia  Cc«npany  and  Its  sub¬ 
sidiaries; 

*  «  •  •  • 

(g)  To  entertain  such  further  proceedings, 
to  make  such  supplemental  findings,  to  take 
such  further  action,  and  to  enter  such  fur¬ 
ther  orders  as  the  Commission  may  deem 
necessary  or  appropriate  In  these  proceedings. 

On  May  1, 1950,  the  United  States  Dis¬ 
trict  Court  for  the  Western  District  of 
Pennsylvania  (“Court”)  entered  orders 
approving  and  enforcing  the  Combined 
Plan  and  said  Court  confirmed  such 
plan  by  order  dated  August  31,  1950. ' 

The  Combined  Plan  which  was  duly 
cimsummated  as  of  January  1, 1951,  pro¬ 
vided,  among  other  things,  (a)  that  the 
public  holders  of  unguaranteed  Pitts¬ 
burgh  Railways  System  bonds  should  re¬ 
ceive  cash  and  new  bonds  of  the  reorgan¬ 
ized  Railways  in  an  amount  in  the  aggre¬ 
gate  equivalent  to  the  principal  of  said 
bonds,  and  14  percent  of  the  new  ccmimon 
stock  of  the  reorganized  Railways  in 
settiement  of  the  claims  for  the  unpaid 
interest  on  said  bonds;  and  (b)  that  the 
public  holders  of  unguaranteed  stocks 
of  the  Pittsburgh  Railways  System  in  tiie 
par  amount  of  $4,515,550  should  receive 
the  sum  of  $449,607  in  cash  and  35.1  per¬ 
cent  of  the  new  common  stock  of  the  re¬ 
organized  Railways.  Pursuant  to  the 
plan,  the  public  holders  of  the  securities 
of  Pittsburgh  Railways  System  received, 
in  the  aggregate,  49.1  percent  of  the  new 
stock  and  $5,849,500  principal  amount  of 
the  new  bonds  of  the  reorganized  Rail¬ 
ways  and  Philadelphia  Cmnpany  received 
50.9  percent  of  tiie  new  stock.  At  tiie 
present  time  the  principal  amount  of 
outstanding  new  bonds  has  been  re¬ 
duced  to  approximately  $3,500,000. 

Article  V  of  the  Combined  Plaij  pro¬ 
vided,  as  follows:  j 

The  New  Company  will  assume  executory 
contracts,  agreements  and  leases  of  the  Sys¬ 
tem  which  have  been  or  shall  be  assumed  by 
the  Trustees  with  the  express  api»uval  at 
the  Court,  whether  in  the  form  existing  at 
the  time  of  the  institution  of  the  reorgani¬ 
zation  proceedings  or  as  thereafter  or  h&e- 
after  modified  by  agreement.  Where  desira¬ 
ble  and  feasible,  the  Trustees  will  negotiate 
new  agreements,  subject  to  approval  by  the 
Coiirt,  wht(A  shall  be  assumed  by  the  New 
Company,  including  agreements  with  Phila¬ 
delphia  Company  and  subsidiaries.  Claims, 
if  any,  arising  out  of  the  rejection  of  execu¬ 
tory  contracts,  agreements  and  leases  shall 
be  heard  and  determined  by  the  Court. 

Order  No.  6  of  the  Court,  In  aid  of  final 
consummation  of  the  Coml^ined  Plan, 
provided  as  follows : 

20.  Subject  to  further  order  ot  this  Court, 
the  Court  reserves  jurisdiction  to  consider 
the  assumption  or  rejection  of  all  executory 
contracts  not  heretofore'  expressly  assumed 
by  the  Trustees  with  the  approval  of  the 
Court;  the  continued  operation  of  the  New 
Company  pursuant  to  any  contractual  ar¬ 
rangement  not  yet  assumed  by  the  Tustees 
with  the  approval  of  this  Court  shall  1^  with¬ 
out  prejudice  to  the  right  of  the  Tustee  to 
petttkxi  for  assumption  or  rejection  of  such 
contracts  or  their  modification  and  without 
prejudice  to  the  power  of  this  Court  to 
approve  such  assximption,  rejections  or 
modifications. 


'Article  VI  of  the  Combined  Flan  pro¬ 
vided  that  tiie  net  proceeds  resulting 
from  prosecution  by  the  Trustee  of  all 
claims  undeterffiined  at  the  effective  date 
of  the  Combined  Flan  shall  be  paid  to 
Railttrays.  By  order  dated  December  29, 

1950,  the  Court  ordered  as  follows: 

lO.d.  To  the  extent  that  any  fimds  re¬ 
main  with  the  Trustee  after  payment  of  or 
provision  for  the  liabilities  set  fcsrth  in  sub- 
divlMon  “b”  above,  the  excess  funds  shall  be 
delivered  by  the  Trustee  to  the  New  Com¬ 
pany.  and  the  New  Company  shall  forthwith 
deposit  such  excess  as  an  additional  sinking 
fund  payment  pursuant  to  Section  5.02  of  the 
Trust  Indenture  securing  the  bonds  of  the 
New  Company,'  with  the  provision,  how¬ 
ever,  that  the  New  Company  shall  not  take 
such  additional  sinking  fund  deposit  as  a 
credit  against  any  futmre  sinking  fund  obU- 
gations. 

n.  The  Trustee  and  Fhiladelphia 
Company  filed  with  the  Commission  on  ,  ^ 
December  4, 1956,  a  Petition  for  an  “Or¬ 
der  Approving  Proposed  Settlement  and 
for  Order  Releasing  Jurisdiction  in  Ckin- 
nection  Therewith”  and  a  “Monorandum 
in  Support  of  Petition  for  Order  Approv¬ 
ing  Proposed  Settlement”.  It  appears 
from  such  Petition,  among  other  things, 
that  executory  contracts,  agreements  or  . 
leases  outstanding  at  the  time  of  and 
following  the  commencement  of  the  re- 
(NTganization  proceedings  were  as  follows; 

(a)  An  arrangement  with  Equitable  Real 
Estate  Company,  a  former  subsidiary  of 
Philadelfthla,  whereby  a  portion  of  a  build¬ 
ing  at  435  Sixth  Avenue.  Pittsbinrgh,  Penn¬ 
sylvania,  was  occupied  hy  Railways  and  its 
former  subsidiary.  Pittsburgh  Motor  Coach 
Company,  -at  an  agreed  rental; 

(b)  An  arrangement  whereby  Philadelphia 
operated  certain  departments  of  Railways 
and  its  former  subsidiary  and  of  other  sub¬ 
sidiaries  or  affiliates  of  Philadelphia  and 
allocated  the  cost  of  operations  among  them; 

(c)  The  occupancy  by  Equitable  Gas  Com¬ 
pany,  a  former  subsidiary  of  Philadelphia, 
and  by  Duquesne  Light  Company,  a  sub¬ 
sidiary  of  Philadelphia,  at  a  rental  of  $775 
per  month  plus  taxesy^f  Railways*  premises 
at  6119  Penn  Avenue,  Pittsburgh,  Pennsyl¬ 
vania; 

(d)  The  occupancy  by  Railways^  former 
subsidiary  at  the  Lexington  Avenue  Garage 
as  a  sub-lessee  of  Equitable  Auto  Company, 
a  lessee  EqultaMe  Real  Estate  Company, 
both  former  subsidiaries  of  Philadelphia; 

(e)  The  maintenance  and  servicing  of  the 
buses  of  Railways*  former  subsidiary  by 
Equitable  Auto  Company,  a  former  subsidiary 
of  Philadelphia; 

(f>  A  contract  between  Railways  and 
Duquesne  Light  Company,  a  subsidiary  of 
Philadelphia  for  the  use  of  power  by  Rail¬ 
ways; 

(g)  Other  matters  of  into'-company  rela¬ 
tionships  between  Railways’  system  and 
Philadelphia  and  its  subsidiaries  prior  to  and 
during  the  reorganization. 

HL  The  Petition  referred  to  in  n 
above  also  discloses  that  from  the  date 
of  the  death  of  the  former  Trustee  of 
Railways,  Thomas  M.  Benner,  on  April 
19,  1943,  to  the  appointment  of  Elmer  E. 
Bauer  on  May  10,  1949,  as  his  successor, 

W.  D.  George,  now  deceased,  acted  as  the 
sole  Trustee;  that  on  June  7.  1948,  the 
Commimion  filed  'with  the  Cburt  a  peti¬ 
tion  for  the  removal  of  George  as  Trus¬ 
tee;  that  bearings  on  the  Commission’s 
petition  were  h^  in  1948  and  1949  be- 
iore  a  Referee  in  Bankruptcy  as  i^?ecial 
Master;  that  George  resigned  as  Trustee 
on  May  31,  1949,  and  died  on  March  2. 
1953;  that  in  May  1953  Bauer  filed  his 
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final  accounts  as  Trustee  Including 
therein  those  of  George  for  the  year  1948 
and  the  first  five  months  of  1949;  that  in 
June  1953  the  Commission  filed,  with  the 
Court,  Objections  and  Exceptions  to  the 
aforesaid  accounts  of  George  by  reason 
of  his  affiliations  with  certain  banks,  de¬ 
posits  of  idle  funds,  the  financing  of  pur¬ 
chases  of  equipment,  buses  and  street 
cars,  the  leasing  of  garages,  and  other 
dealings  alleged  to  be  unauthorized ;  that 
the  executors,  heirs  and  legatees  under 
the  will  of  George  (“George  Estate”) 
filed,  with  the  Court,  a  motion  to  strike 
or  dismiss  the  aforesaid  Objections  and 
Exceptions  of  the  Commission  which  mo¬ 
tion  was  denied  and  thereafter  extensive 
hearings  were  held  on  the  aforesaid  Ob¬ 
jections  and  Exceptions;  that  upon  con¬ 
clusion  of  the  Commission’s  case  counsel 
for  the  George  Estate  moved  for  the 
right  to  examine  all  records  of  the  Com¬ 
mission  relating  to  Railways’  reorganiza¬ 
tion,  which  motion  was  granted;  that  the 
Commission  appealed  to  the  United 
States  Court  of  Appeals  for  the  'Third 
Circuit;  that  subsequently  counsel  for 
the  George  Estate  and  counsel  for  the 
Commission  entered  into  a  stipulation 
providing  for  examination  of  the  Com¬ 
mission’s  records  and  discontinuance  of 
the  appeal;  . that  following  examination 
of  the  Commission’s  records,  counsel  for 
the  George  Estate  filed  requests  for  ad¬ 
missions  and  requested  the  production  of 
many  documents  from  the  Commission’s 
files,  all  of  which  documents  have  been 
marked  for  identification  at  a  special 
pretrial  hearing;  that  in  the  three  years 
which  have  elapsed  since  the  filing  of 
the  George  accounts  extensive  proceed¬ 
ings  have  been  held  in  connection  with 
the  Commission’s  Objections  and  Excep¬ 
tions  to  such  accounts;  and  that  in  the 
judgment  of  the  petitioner,  Bauer,  the 
confiict  between  the  positions  asserted  by 
coiuisel  for  the  Commission  and  counsel 
for  the  George  Estate,  if  litigation  is  to 
continue,  could  be  resolved  only  by  the 
Supreme  Court  of  the  United  States  with 
consequent  further  delay  and  great  fi¬ 
nancial  expense  to  the  reorganization 
estate  and  other  interested  parties. 

TV.  It  appears  from  the  aforesaid  joint 
petition  of  Bauer  and  Philadelphia  Com¬ 
pany  that  the  Trustee  and  his  counsel, 
the  Staff  of  the  Commission,  and  counsel 
for  Philadelphia  Company  have  had 
numerous  conferences,  jointly  and  sever¬ 
ally,  relating  to  the  assumption  or  rejec¬ 
tion  of  the  executory  contracts,  agree¬ 
ments  or  leases  referred  to  in  n  above 
looking  toward  a  possible  compromise  to 
the  mutual  advantage  of  the  reorganiza¬ 
tion  estate,  Philadelphia  Company  and 
the  public  interest. 

It  further  appears  from  the  aforesaid 
joint  petition  that  counsel  for  the 
Trustee  and  counsel  for  Philadelphia 
Company  have  reached  a  compromise, 
subject  to  approval  by  the  Commission 
and  the  Court,  as  set  forth  in  the  follow¬ 
ing  excerpt  from  a  letter  from  counsel 
for  Philadelphia  Company  to  counsel  for 
the  Trustee: 

This  letter  will  confirm  the  result  of  our 
recent  conversations  in  which  3rou,  on  be¬ 
half  of  the  Trustee,  and  I  on  behalf  of  Phila¬ 
delphia  Company,  have  agreed  to  the  follow¬ 
ing: 


'  Philadelphia  Ccnnpany  Is  to  be  discharged 
from  any  and  all  liabilities  of  it  and  its 
former  parents  or  subsidiaries  with  respect 
to  the  debtors,  estates  and  proceedings,  in 
Case  No.  20225,  for  reorganization  of  Pitts- 
biirgh  Railways  Company,  and  the  proceed¬ 
ings  to  enforce  a  plan,  pursuant  to  the  Public 
Utility  Holding  Company  Act  of  1953  (Civil 
Action  No.  8676),  now  pending  in  your  Dis¬ 
trict  Court,  UF>on  payment  to  the  reorganiza¬ 
tion  trustee,  in  Case  No.  20225,  of  the  sum 
of  $20,000.00.  Philadelphia  Company,  in  ac¬ 
cordance  with  this  settlement,  will  waive  any 
and  all  rights  it  has  to  any  of  the  funds  in 
the  hands  of  the  trustee,  or  which  may  come 
into  possession  of  the  trustee  by  virtue  of 
this  settlement  or  by  virtue  of  any  matter 
affecting  the  estate  of  W.  D.  George. 

It  further  appears  from  the  aforesaid 
joint  petition  that  the  'Trustee,  Bauer, 
represents  that  to  terminate  the  contro¬ 
versy  regarding  the  final  accounts  of 
George  and  to  expedite  the  final  closing 
of  Railways’  reorganization  proceedings 
which  have  lasted  for  more  than-eighteen 
years,  he  and  his  counsel  sought  to  in¬ 
duce  a  compromise  with  the  George  Es¬ 
tate;  that  after  cdnferences  among  and 
between  counsel  for  the  Trustee,  counsel 
for  the  Commission,  and  counsel  for  the 
George  Estate  an  agreement  has  been 
reached  between  the  Trustee  and  the 
George  Estate  whereby  the  latter  has 
agreed  to  pay  $25,000  to  the  'Trustee  in 
full  settlement  of  all  claims  against  the 
estate:  Provided,  however,  'That  such 
pasunent  is  without  admission  of  any 
legal  liability  on  the  part  of  the  George 
Estate  and  that  such  settlement  is  with¬ 
out  any  adverse  refiection  upon  the  in¬ 
tegrity  or  good  faith  of  George  or  upon 
the  spirit  of  public  service  and  good  faith 
of  the  Commission  and  its  Staff.  The 
George  Estate  has  also  agreed  not  to  as¬ 
sert  any  claims  against  Railways’  estate 
for  costs  and  expenses  in  connection  with 
the  litigation  regarding  the  George  ac¬ 
counts  or  for  compensation  for  services 
rendered  by  George  as  Trustee  for  which 
no  compensation  has  heretofore  been 
allowed. 

V.  It  appears  from  the  aforesaid  joint 
petition  that  in  the  event  of  the  approval 
and  consummation  of  the  proposed  set¬ 
tlements  with  Philadelphia  Company 
and  the  George  Estate,  petitioner,  Bauer, 
as  Trustee,  will  hold  cash  in  the  foUow- 
Ing  approximate  amounts: 

Commonwealth  Trust  Co.  of  Pitts¬ 
burgh,  21/^  ijercent  time  account-  *  $53, 120 


Mellon  National  Bank  &  Trust  Co., 

checking  account _ - _ _  28, 000 

George  estate  settlement _ -  25, 000 

‘  Philadelphia  CTompany  settlement-  20, 000 
Mlscellaneovis _ - _ _  4, 450 


,  Total _  130,570 


iPlus  Interest  from  July  1,  1956. 

It  further  appears  that  petitioners 
propose  that  the  net  proceeds  in  the 
hands  of  the  'Trustee  after  deduction  of 
the  expenses  of  reorganization  and  of 
such  other  claims  as  may  be  judicially 
determined  to  be  proper  charges  will  be 
delivered  by  the  Trustee  to  Railways  for 
the  purpose  of  distribution  to  the  public 
holders  of  Railways’  stock  and  that  to 
accomplish  such  distribution  petitioners 
will  request  the  Court  to  make  appro¬ 
priate  modification  of  paragraph  lO.d  of 
its  order  of  December  29,  1950,  referred 
to  in  I  above. 


Said  ^oint  petition  having  been  filed 
for  the  purpose  of  complying  '^th  the 
provisions  of  section  11  (b)  of  the  Hold¬ 
ing  Company  Act  and  with  the  Commis¬ 
sion’s  reservation  of  jurisdiction  under 
its  Order  of  March  27,  1950,  and  of 
settling  and  compromising  all  pending 
litigation  and  controversies  affecting  the 
reorganization  of  Railways,  including 
the  issues  with  respect  to  (a)  i)ossible 
claims  arising  from  the  rejection  of  con¬ 
tracts,  agreements  or  leases  between 
Railways  and  Philadelphia  Company  and 
its  subsidiaries  and  with  respect  to  (b) 
the  Commission’s  Objections  and  Excep¬ 
tions  to  the  George  accounts;  and  the 
Commission  deeming  it  appropriate  to 
consider  said  petition  as  being  in  aid  of 
the  consummation  of  the  Combined 
Plan;  and 

The  Commission  having  considered 
the  joint  petition  and  the  memorandum 
and  exhibits  filed  in  support  thereof  and 
finding  that  the  proposed  settlements 
are  in  aid  of  the  consummation  of  the 
Combined  Plan  and  are  necessary  to 
effectuate  the  provisions  of  section  11 
(b)  of  the  Holding  Company  Act  and  are 
feasible  and  fair  and  equitable  to  the 
persons  affected  thereby: 

It  is  ordered.  Pursuant  to  sections  11 
(e)  and  11  (f)  and  other  applicable  pro¬ 
visions  of  the  Holding  Company  Act,  that 
the  settlements  set  forth  in  the  joint 
petition  are  approved  as  in  aid  of  the 
'Consummation  of  the  Combined  Plan, 
subject  to  the  conditions  specified  in 
Rule  U-24  of  the  General  Rules  and  Reg¬ 
ulations  promulgated  under  the  Holding 
Company  Act. 

It  is  further  ordered.  That  the  juris¬ 
diction  heretofore  reserved  to  examine 
and  approve  settlements  of  claims  aris¬ 
ing  from  the  rejection  of  contracts, 
agreements  or  leases  between  Railways 
and  Philadelphia  Company  and  its  sub¬ 
sidiaries  be,  and  the  same  hereby  is, 
released. 

By  the  Commission. 

[seal]  Orval  L.  DuBois, 

Secretary.’ 

[P.  R.  Doc.  57-25:  Filed,  Jan.  2,  1957; 

8:50  a.  m.] 


[Pile  No.  70-3533] 

MISSISSIPPI  Power  &  Light  Co. 

ORDER  PERMITTING  DECLARATION  TO  BECOME 
EFFECTIVE  REGARDING  PROPOSAL  TO  ISSUE 
AND  SELL  TO  BANKS  SHORT-TERM  NOTES 

Decebxber  27, 1956. 

Mississippi  Power  &  Light  Company 
(“Mississippi”),  a  public  utility  sub¬ 
sidiary  of  Middle  South  Utilities,  Inc.,  a 
registered  holding  company,  having  filed 
with  this  Commission  a  declaration,  pur¬ 
suant  to  section  7  of  the  Public  Utility 
Holding  Company  Act  of  1935  (“act”), 
regarding  a  proposal  to  issue  and  sell  to 
banks  short-term  notes  as' follows: 

Pursuant  to  a  credit  agreement  dated 
November  15,  1956,  Mississippi  proposes, 
during  the  period  beginning  January  2, 
1957,  and  extending  to  January  31, 1958, 
to  borrow  an  aggregate  of  not  to  ekceed 
$9,000,000  from  banks  as  follows: 


Thursday,  'January  3,  1957 

The  Chase  IkCanhattan  Bank,  New 

York . . $7,600,000 

Deposit  Guaranty  Bank  8e  Trust 

Co.,  Jackson,  Miss - -  1, 000, 000 

First  National  Bank  of  Jackson, 

Jackson,  Miss _ _ _ _ ...  500, 000 


Total___ . .  9,  000,  000 

Each  borrowing  is  to  be  evidenced  by  a 
note  maturing  on  or  before  two  years 
from  the  date  of  the  first  borrowing, 
which  is  to  be  made  during  the  month 
of  January  1957,  and  is  to  bear  interest 
at  the  rate  of  4  percent  per  annum 
during  the  period  of  nine  months  from 
the  date  of  the  first  borrowing,  and  at 
the  rate  of  4^  percent  per  annum  there¬ 
after  to  maturity.  A  commitment  fee  is 
to  be  paid,  computed  on  the  average  un¬ 
used  portion  of  the  commitment,  at  the 
rate  of  ^4  of  1  percent  per  annum  from 
the  date  of  the  Commission’s  order  per¬ 
mitting  the  declaration  to  become  effec¬ 
tive.  The  company  is  to  have  the  right 
at  any  time  to  terminate  or  reduce  the 
commitment. 

The  proceeds  of  the  loans  will  be  used^ 
to  defray  a  portion  of  the  cost  of  the 
company’s  construction  program,  pre¬ 
sently  estimated  to  result  in  expendi¬ 
tures  of  approximately  $14,000,000  dur¬ 
ing  the  year  1957  and  approximately 
$20,000,000  during  the  year  1958,  and  for 
other  corporate  purposes.  The  com¬ 
pany  states  that  it  expects  to  refund  the 
notes  from  the  proceed^  of  the  sale  of 
additional  bonds  in  1958. 

The  declaration  states  that  no  state 
regulatory  body  or  agency,  and  no  Fed¬ 
eral  commission  or  agency,  other  than 
this  Commission,  has  jurisdiction  over 
the  proposed  transactions.  * 

The  declaration  also  states  that  the 
fees  and  expenses  to  be  incurred  in  con¬ 
nection  with  the  proposed  transactions 
are  estimated  to  be  $2,900,  including 
$1,500  of  counsel  fees;  and  \ 

Notice  of  the  filing  of  the  declaration 
having  been  duly  given  in  the  manner 
prescribed  by  Rule  U-23  (Holding  Com¬ 
pany  Act  Release  No.  13330,  December 
7, 1956)  promulgated  under  the  act,  and 
no  hearing  having  been  requested  of  or 
ordered  by  the  Commission;  and 

It  appearing  that  the  fees  and  ex¬ 
penses  to  be  incurred  in  connection  with 
the  proposed  transactions  are  not  up- 
reasonable;  and  the  Commission  observ¬ 
ing  no  basis  for  adverse  findings  or  the 
imposition  of  terms  and  conditions,  and 
finding  in  respect  of  said  declaration 
that  the  applicable  provisions  of  the 
act,  and  of  the  rules,  promulgated  there¬ 
under,  are  satisfied,  and  deeming  it  ap¬ 
propriate  in  the  public  interest  to  per¬ 
mit  the  declaration,  as  amended,  to 
become  effective,  forthwith: 

It  is  ordered.  Pursuant  to  Rule  U-23 
and  the  applicable  provisions  of  the  act, 
that  the  declaration,  as  amended,  be, 
and  it  is  hereby,  permitted  to  become 
effective,  forthwith,  subject  to  the  terms 
and  conditions  prescribed  in  Rule  U-24. 

By  the  Commission. 

[seal]  Orval  L.  DuBois, 

Secretary, 

[P.  R.  Doc.  57-26;  Piled,  Jan.  2,  1967; 

8:60  a.  m.] 
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{File  Nos.  70-2945,  etc.] 

Ohio  Valley  Electric  Corf,  et  al. 

ORDER  EXTENDING  TIME  TO  AMEND  APPLICA¬ 
TIONS  AND  ORDER  POSTPONING  HEARING 

December  27,  1956. 

In  the  matters  of  Ohio  Valley  Electric 
Corporation,  Indiana-Kentucky  Electric 
Corporation,  American  Gas  and  Electric 
Company,  The  Cincinnati  Gas  &  Elec¬ 
tric  Company,  Kentucky  Utilities  Com¬ 
pany,  Louisville  Gas  and  Electric  Com¬ 
pany,  Ohio  Edison  Company,  The  West 
Penn  Electric  Company,  American  Gas 
and  Electric  Service  Corporation,  Pile 
No.  70-2945;  Ohio  Valley  Electric  Com- 
poration,  Indiana-Kentucky  Electric 
Corporation,  American  Gas  and  Electric 
Company,  Appalachian  Electric  Power 
Company,  Indiana  and  Michigan  Elec¬ 
tric  Company,  The  Ohio  Power  Com¬ 
pany,  The  West  Penn  Electric  Company, 
Monongahela  Power  Company,  The  Po¬ 
tomac  Edison  Company,  West  Penn 
Power  Company,  Ohio  Edison  Company, 
Pennsylvania  Power  Company,  The  Cin¬ 
cinnati  Gas  and  ElectricuCompany,  Ken¬ 
tucky  Utilities  Company,  Louisville  Gas 
and  Electric  Company,  File  No.  70-3106; 
Ohio  Valley  Electric  Corporation,  Ameri¬ 
can  Gas  and  Electric  Company,  The 
West  Penn  Electric  Company,  Ohio  Edi¬ 
son  Company,  File  No.  70-3513. 

On  November  19,  1956,  the  Commis¬ 
sion  issued  an  order  reopening  and  con¬ 
solidating  the  proceedings  in  File  Nos. 
70-2945,  70-3106  and  70-3513  and  gave 
Notice  of  and.  Order  for  hearing  to  con¬ 
sider  matters  in  the  consolidated  pro¬ 
ceedings  .over  which  jurisdiction  had 
heretofore  been  reserved  (Holding  Com¬ 
pany  Act  Release  No.  13313) .  These  pro¬ 
ceedings  concern,  among  other  things, 
the  applications  of  American  Gas  and 
Electric  Company  (“American  Gas’’) , 
the  Cincinnati  Gas  &  Electric  Company 
(“Cincinnati”),  Kentucky  Utilities  Com¬ 
pany  (“Kentucky”),  Louisville  Gas  and 
Electric  Company  (“Louisville”),  Ohio 
Edison  Company  (“Ohio  Edison”),  and 
The  West  Penn  Electric  Company  (“West 
Penn  Electric”),  (hereinafter  referred 
to  as  the  “participating  companies”) ,  to 
acquire  the  common  stock  of  Ohio  Val¬ 
ley  Electric  Corporation  (“Ohio  Val¬ 
ley”).  Ohio  Valley  also  filed  an  appli¬ 
cation  to  acquire  all  the  common  stock 
of  Indiana-Kentucky  Electric  Corpora¬ 
tion  (“Indiana-Kentucky”) .  In  its  order 
the  Commission  specifically  directed, 
“that  Ohio  Valley  and  the  six  partici¬ 
pating  companies  subject  to  the  jurisdic¬ 
tion  of  this  Commission  shall  file  with 
the  Secretary  of  the  Commission  on  or 
before  December  21,  1956,  amendments 
to  their  applications  setting  forth  the 
facts  as  they  now  exist  with  regard  to 
their  respective  relationships  to  Ohio 
Valley  and  of  Ohio  Valley  to  Indiana- 
Kentucky  and  with  particular  reference 
to  the  matters  to  be  considered  under 
section  10  of  the  act.” 

Ohio  Valley  and  the  six  participating 
companies  have  now  filed  with  the  Com¬ 
mission  a  request  to  extend  the  time 
within  which  these  amendments  are  re¬ 
quired  to  be  filed  with  the  Conimission. 
The  request  states  $hat  it  has  proved  im¬ 
possible  for  the  companies  to  assemble 
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all  of  the  required  Information  within 
the  time  specified  in  the  order  of  the 
Commission  and  asks  that  the  Commis¬ 
sion  extend  to  February  1,  1957,  the  time 
within  which  such  amendments  shall 
be  filed. 

It  appearing  to  the  Commission  that  it 
will  not  be  detrimental  to  the  public  in¬ 
terest  for  the  time  to  be  extended  beyond 
December  21, 1956,  in  which  the  amend¬ 
ments  to  the  applications  shall  be  filed; 
and  it  also  appearing  to  the  Commission 
that  the  granting  of  such  an  exten^on 
requires  the  postponement  of  the  hear¬ 
ing  as  originally  ordered  and  the  order¬ 
ing  of  another  date  for  hearing : 

It  is  hereby  ordered.  That  Ohio  Valley 
and  the  six  participating  companies  sub¬ 
ject  to  the  jiu-isdiction  of  this  Commis¬ 
sion  shall  file  with  the  Secretary  of  the 
Commission  on  or  before  February  1, 

1957,  amendments  to  their  applications 
setting  forth  the  facts  as  they  now  exist 
with  regard  to  their  respective  relation¬ 
ships  to  Ohio  Valley  and  of  Ohio  Valley  to 
Indiana-Kentucky  and  with  particular 
references  to  the  matters  to  be  consid¬ 
ered  under  section  10  of  the  act. 

It  is  further  ordered.  Pursuant  to  the 
applicable  provisions  of  the  act  that  the 
hearing  in  the  consolidated  proceedings 
as  previously  ordered  be  postponed  and 
such  hearing  be  held  at  the  offices  of  the 
Securities  and  Exchange  Commission, 

425  Second  Street  NW.,  Washington  25, 

D.  C.,  on  March  18.  1957,  at  10:00  a.  m., 
e.  s.  t.  On  such  date  the  hearing  room 
clerk  in  room  193  will  advise  as  to  where 
such  hearing  will  be  held. 

Any  person  desiring  to  be  heard  or 
otherwise  wishing  to  participate  in  this 
proceeding  shall  file  with  the  Secretary, 
Securities  and  Exchange  Commission. 
Washington  25,  D.  C.,  on  or  before  March 
11, 1957,  a  request  relative  thereto  as  pro¬ 
vided  by  Rule  XVU  of  the  Commission’s 
Rules  of  Practice  and  shall  state  the 
reasons  for  wishing  to  participate,  the 
nature  and  extent  of  his  interest  in  the 
proceeding,  and  the  issut»  of  fact  or  law 
f  aised  by  the  applications  which  he  de¬ 
sires  to  controvert. 

It  is  further  ordered.  That  the  Secre¬ 
tary  of  the  Commission  shall  serve  notice 
of  the  hearing  aforesaid  by  mailing  a 
copy  of  this  notice  of  and  order  for  hear¬ 
ing  by  registered  mail,  not  less  than  3(h 
days  prior  to  the  date  fixed  therefor,  to 
each  of  the  participating  companies,  the 
Atomic  Energy  Commission,  the  Federal 
Power  Commission,  Public  Service  Com¬ 
mission  of  Indiana,  Kentucky  Public 
Service  Commission,  Public  Service  Com¬ 
mission  of  Maryland,  Michigan  Public 
Service  Commission,  'The  Public  Utilities 
Commission  of  Ohio,  Pennsylvania  Pub¬ 
lic  Utility  Commission.  Public  Service 
Commission  of  West  Virginia;  and  that 
notice  of  said  hearing  is  hereby  given  to 
the  aforesaid  and  to  all  states,  munici¬ 
palities,  and  political  subdivisions  of 
states  within  which  are  located  any  of 
the  physical  assets  of  the  applicant  com¬ 
panies,  to  all  state  commissions,  state 
security  commissions,  and  all  agencies, 
authorities  or  instrumentalities  of  any 
state,  municipality,  or  other  political  sub¬ 
division  having  jurisdiction  over  any  of 
the  applicant  companies  or  any  of  the 
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business  affaire  or  operations  of  any  of 
them,  and  to  all  other  Interested  persons, 
such  notice  to  be  given  by  a  general  re¬ 
lease  of  the  Commission,  distributed  to 
the  press  and  mailed  to  the  mailing  list 
for  releases  issued  under  the  act;  and  by 
publication  of  this  Notice  and  Order  in 
the  Federal  Register  not  later  than  30 
days  prior  to  the  date  hereinbefore  fixed 
as  the  date  of  hearing. 

By  the  Commission. 

[seal!  Orval  L.  DuBois. 

Secretary. 

(P.  R.  Doc.  67-27;  Piled,  Jan.  2,  1957; 

8:50  a-m. 


INTERSTATE  COMMERCE 
COMMISSION 

Motor  Carrier  Applications 
[Notice  No.  145] 

December  28, 1956. 

The  following  applications  are  gov¬ 
erned  by  the  Interstate  Commerce  Com¬ 
mission’s  special  rules  governing  notice 
of  filing  of  applications  by  motor  carriers^ 
of  property  or  passengers  and  by  brokers 
under  section  206,  209,  and  211  of  the 
Interstate  Commerce  Act  and  certain 
other  procedural  matters  with  respect 
thereto.  (Federal  Register,  Volume  21, 
pages  7339,  7340,  f  1.241,  September  26, 
1956.) 

All  hearings  will  be  called  at  9:30 
o’clock  a.  m..  United  States  Standard 
Time,  unless  otherwise  specified. 

Appucations  Assigned  fqr  Oral  Hearing 

OR  Pre-Hearing  Conference 

MOTOR  CARRIERS  OF  PROPERTY 

No.  MC  217  (Sub  No.  3) .  filed  Decem¬ 
ber  17,  1956,  POINT  'TRANSFER,  INC., 
1927  Sherrick  Road,  Canton,  Ohio.  Ap¬ 
plicant’s  representative:  John  P.  Mc¬ 
Mahon,  44  East  Broad  St.,  Columbus  15, 
Ohio.  For  authority  to  operate  as  a 
common  carrier,  transporting:  Generdl 
commodities,  except  those  of  unusual 
value.  Class  A  and  B  explosives,  house¬ 
hold  goods  as  defined  by  the  Commission, 
commodities  in  bulk  and  those  requiring 
special  equipment,  serving  the  plant  of 
Euclid  Division  of  General  Motors  Cor¬ 
poration  located  approximate^  1  Yt  miles 
south  of  Hudson,  Ohio,  on  Ohio  Highway 
91,  in  connection  with  applicant’s  au¬ 
thorized  regular  route  operations  be¬ 
tween  Pittsburgh,  Pa.,  and  Akron,  Ohio. 
Applicant  is  authorized  to  transport 
similar  commodities  in  Pennsylvania, 
Ohio,  and  West  Virginia. 

HEARING:  January  14, 1957,  in  Room 
255,  New  Post  Office  Building,  Columb[is, 
Ohio,  before  Joint  Board  No.  117. 

No.  MC  2962  (Sub  No.  16),  filed  De¬ 
cember  17,  1956,  A.  Ii  H.  'TRUCK  LINE, 
INC.,  1277  Maxwell  Avenue,  Evansville, 
Ind.  Applicant’s  representative:  Robert 
W.  Bruno w,  1511  Kentucky  Home  Life 
Building,  Louisville  2,  Ky.  For  authority 
to  operate  as  a  common  carrier,  over  a 
regular  route,  transporting:  General 
commodities,  except  those  of  unusual 
value.  Class  A  and  B  explosives,  house¬ 
hold  goods  as  defined  by  the  Commission, 
commodities  in  bulk,  and  those  requiring 


special  equipment,  between  Louisville. 
Ky.,  and  the  plant  site  of  the  Clayton  & 
Lambert  Manufacturing  Company,  near 
Buckner,  Ky.,  from  Louisville  over  U.  S. 
Highway  42  to  junction  Buckner  Road, 
near  Buckner,  thence  over  Buckner  Road 
to  the  Clayton  &  Lambert  Manufacturing 
Company  plant  site,  and  return  over  the 
same  route,  serving  no  intermediate 
points,  but  serving  the  off -route  point  of 
the  above-described  plant  site  in  con¬ 
nection  with  and  as  an  extension  of  ap¬ 
plicant’s  authorized  regular  route  oper¬ 
ations.  Applicant  is  authorized  to  con¬ 
duct  operations  in  Illinois.  Indiana,  Ken¬ 
tucky,  Missouri.  Ohio,  and  Tennessee. 

Note:  Duplication  with  present  authority 
to  be  eliminated. 

HEARING:  January  31,  1957,  at  the 
Department  of  Motor-  Transportation 
Bldg.,  State  Office  Building,  Frankfort, 
Ky.,  before  Joint  Board  No.  105. 

No.  MC  30837  (Sub  No.  214),  filed  De¬ 
cember  13,  1956,  KENOSHA  AUTO 
'TRANSPORT  CORPORATION,  4519 
76th  Street,  Kenosha,  Wis.  Applicant’s 
representative:  Lyle  DeVuyst,  Traffic 
Manager,  Kenosha" Auto  Transport  Cor¬ 
poration,  P.  O.  Box  351,  4519  76th  Street, 
Kenosha,  Wis.  For  authority  to  operate 
as  a  common  carrier,  over  irregular 
routes,  transporting:  Reel  trailers,  reel 
winders,  reel  dollies,  tension  wire  string¬ 
ers,  and  cable  pullers,  set-up  and  un¬ 
crated,  and  parts  thereof,  when  such 
parts  belong  to  and  move  with  the  unit 
being  transported,  from  Santa  Clara, 
Calif.,  to  points  in  the  United  states. 

HEARING:  February  13,  1957,  at  the 
Offices  of  the  Interstate  Commerce  Com¬ 
mission,  Washington,  D.  C.,  before  Ex¬ 
aminer  Paul  Coyle. 

No.  MC  37896  (Sub  No.  8) ,  filed  Decem¬ 
ber  17,  1956,  YOUNGBL<X)D  TRUCK 
LINES,  INC.,  Highway  25,  Fletcher,  N.  C. 
Applicant’s  representative:  Robert  W* 
Brunow,  1511  Kentucky  Home  life 
Building,  Louisville  2,  Ky.  For  author¬ 
ity  to  operate  as  a  common  carrier,  over 
irregular  routes,  transporting:  General 
commodities,  except  those  of  imusual 
value.  Class  A  and  B  explosives,  livestock, 
household  goods  as  defined  by  the  Com¬ 
mission,  commodities  in  bulk,  and  those 
requiring  special  equipment,  between 
Buckner,  Ky.,  and  points  within  three 
(3)  miles  of  Buckner,  on  the  one  hand, 
and,  on  the  other,  Wilmington.  N.  C., 
Augusta  and  Savannah,  Ga.,  Knoxville, 
Lowland,  and  Newport,  Tenn.,  points  in 
that  part  of  North  Carolina  on  and  west 
of  U.  S.  Highway  1,  points  in  South  Caro¬ 
lina,  points  in  that  part  of  Georgia  on 
and  north  of  a  line  beginning  at  the 
Alabama-Georgia  State  line  and  extend¬ 
ing  along  Georgia  Highway  20  to  junc¬ 
tion  U.  S.  Highway  41,  thence  along  U.  S. 
Highway  41  to  Atlanta,  Ga.,  thence  along 
U.  S.  Highway  29  to  Athens,  Ga.,  and 
thence  along  U.  S.  Highway  78  to  the 
Georgia-South  Carolina  State  line.  Ap¬ 
plicant  is  authorized  to  conduct  opera¬ 
tions  in  Georgia,  Kentucky,  North  Caro- 
lina;  Ohio.  South  Carolina,  and  Ten- 
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HEARING:  January  31,  1957,  at  the 
Department  of  Motor  Transportation 
Building,  State  Office  Building,  Frank¬ 
fort,  Ky.,  before  Examiner  William  R. 
Tyers. 


No.  MC  65172  (Sub.  No.  2),  filed  De¬ 
cember  17.  1956,  HERBERT  RAY,  doing 
business  as  RAY’S  'TRANSFER,  R.  D.  No. 

1,  Hazelton,  Pa.  Applicant’s  representa¬ 
tive:  Robert  H.  Griswold.  P.  O.  Box  432, 
Commerce  Bldg.,  Harrisburg,  Pa.  For 
authority  to  operate  as  a  common  car¬ 
rier,  over  regular  routes,  transporting: 
General  commodities,  including  com¬ 
modities  of  unusual  value  and  commodi¬ 
ties  requiring  special  equipment,  but  ex¬ 
cepting  Class  A  and  B  explosives,  house¬ 
hold  goods  as  defined  by  the  Commission, 
and  commodities  in  bulk,  in  service  aux¬ 
iliary  to,  or  supplemental  of  rail  service 
of  the  Pennsylvania  Railroad  Company, 
between.  Wilkes-Barre,  Pa.  and  Hazleton. 
Pa.  over  U.  S.  Highway  309,  serving  in¬ 
termediate  points  which  are  stations  on 
the  rail  line  of  'The  Pennsylvania  Rail¬ 
road  Company.  Appli^nt  is  authorized 
to  conduct  operations  in  Pennsylvania. 

HEARING:  February  19,  1957,  at  the 
Offices  of  the  Interstate  Commerce  Com¬ 
mission,  Washington,  D.  C.,  before  Ex¬ 
aminer  Bertram  E.  Stillwell. 

No.  MC  95540  (Sub  No.  282),  filed  De¬ 
cember  10,  1956,  WATKINS  MOTOR 
LINES.  INC.,  Cassidy  Road,  P.  O.  Box 
785,  Thomasville,  Ga.  Applicant’s  rep¬ 
resentative:  Joseph  H.  Blackshear, 
Gainesville,  Ga.  For  authority  to  oper¬ 
ate  as  a  common  carrier,  over  irregular 
routes,  transporting:  (1)  Frozen  foods, 
from  points  in  ^Tennessee,  except  Mem¬ 
phis,  to  points  in  Arizona,  California  and 
New  Mexico;  (2)  Meats,  meat  products, 
meat  byproducts,  dairy  products,  and 
articles  distributed  by  meat  packing 
houses,  ^tween  points  in  Arizona,  Cali¬ 
fornia  and  New  Mexico,  on  the  one  hand, 
and,  on  the  other,  points  in  Alabama, 
Florida,  Georgia,  North  Carolina,  South 
Carolina  and  Tennessee,  except  Mem¬ 
phis.  Applicant  is  authorized  to  trans¬ 
port  similar  commodities  in  the  States 
of  Alabama,  Florida,  Tennessee,  Illinois. 
Virginia,  Georgia,  North  Carolina,  South 
Carolina,  Pennsylvania,  Wisconsin,  Iowa, 
Kentucky,  Texas,  Mississippi,  Michigan, 
Indiana,  New  York,  New  Jersey,  Mary¬ 
land,  “Nebraska,  Ohio,  Delaware,  Mis¬ 
souri,  Minnesota,  West  Virginia,  Arkan¬ 
sas,  Oklahoma,  Arizona,  California,  and 
Npw 

HEARING:  February  20,  1957,  at  the 
Peachtree-Seventh  Bldg.,  50  Seventh 
Street  NE.,  Atlanta,  Ga,,  before  Eixaminer 
Richard  Yardley. 

No.  MC  102616  (Sub  No.  628),  filed 
December  11,  1956,  COASTAL  TANK 
LINES,  INC.,  Grantley  Road,  York,  Pa. 
Applicant’s  representative:  Harold  G. 
Hemly,  1624  Eye  Street,  N.  W.,  Washing¬ 
ton  6,  D.  C.  For  authority  to  operate  as 
a  common' carrier,  over  irregular  routes, 
transporting:  Residual  fuel  oil,  in  bulk, 
in  tank  vehicles,  from  East  Liverpool, 
Ohio  to  Youngstown,  Ohio.  Applicant  is 
authorized  to  conduct  operations  in  Del¬ 
aware,  Maryland,  Michigan,, New  Jersey, 
North  Carolina,  Ohio,  Pennsylvania,  Vir¬ 
ginia,  West  Virginia,  and  the  District  of 
Columbia. 

Note  :  Applicant  states  'that  It  can  pres¬ 
ently  perform  the  above-described  service 
by  tacking  Paragraphs  29  and  19  of  the 
authority  In  MC  102616  (Sub  No.  1)  certifi¬ 
cate  at  Midland,  Pa. 
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Thursday,  January  3,  1957 
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HEARING:  February  5, 1957,  in  Room 
255.  New  Post  Office  Bldg..  Columbus, 
Ohio,  before  Joint  Board  No.  117. 

No.  MC  103051  (Sub  No.  26).  filed  De¬ 
cember  12,  1956,  WALKER  HAULINa 
CO..  INC.,  624  Penn  Avenue  NE.,  Atlanta 
8,  Ga.  Applicant’s  representative:  R.  J. 
Reynolds,  Jr..  1403  Citizens  &  Southern 
Natl.  Bank  Bldg.,  Atlanta  3,  Ga.  For 
authority  to  operate  as  a  common  car¬ 
rier,  over  irregular  routes,  transporting: 
Corn  Syrup,  liquid  sugar  and  blends  of 
corn  syrup  and  liquid  sugar,  in  bulk,  in 
tank  vehicles,  from  Atlanta,  Ga.,  to 
points  in  Alabama,  Florida,  Georgia, 
South  Carolina,  and  Tennessee. 

HEARING:  February  25,  1957,  at  the 
Peachtree-Seventh  Bldg.,  50  Seventh 
Street  NE.,  Atlanta,  Ga.,  before  Ex¬ 
aminer  Richard  Yardley. 

No.  MC  103341  (Sub  No.  4) ,  filed  De¬ 
cember  14,.1956.  JC  YOUNGBLOOD  VAN 
&  STORAGE  CO..  INC.,  3906  Hamilton 
Rd.,  Columbus,  Ga.  Applicant’s  repre¬ 
sentative:  Allan  Watkins,  Grant  Bldg., 
Atlanta  3.  Ga.  For  authority  to  operate 
as  a  common  carrier,  over  irregular 
routes,  transporting:  New  store  fixtures  ^ 
and  new  hospital  equipment,  from  Co¬ 
lumbus.  Ga.  and  Phenix  City,  Ala.  to 
points  in  Louisiana,  Texas,  Oklahoma, 
Arkansas,  Kansas,  Missouri,  Indiana, 
Kentucky,  Virginia,  West  Virginia,  Illi¬ 
nois  and  the  District  of  Columbia;  dam¬ 
aged  shipments  of  new  store  fixtures  and 
hospital  equipment  on  return.  .  Appli¬ 
cant  is  authorized  to  conduct  operations 
in  Alabama,  Floric^,  Georgia,  Missis¬ 
sippi.  North  Carolina,  South  Carolina, 
and  Tennessee. 

HEARING:  March  4,  1957,  at  the 
Peachtree-Seventh  Building,  50  Seventh 
Street  NE..  Atlanta,  Ga.,  before  Exam¬ 
iner  Richard  Yardley. 

No.  MC  106914  (Sub  No.  15) ,  filed  De¬ 
cember  12,  1956,  HAROLD  FINE,  doing 
business  as  AMERICAN  CARTAGE 
COMPANY,  1575  Fairfield  Ave.,  Cleve¬ 
land,  Ohio.  Applicant’s  representative: 
G.  H.  Dilla,  3350  Superior  Ave.,  Cleve¬ 
land  14,  Ohio.  For  authority  to  operate 
as  a  common  carrier,  transporting :  Gen¬ 
eral  commodities,  except  those  of  un¬ 
usual  value.  Class  A  and  B  explosives, 
livestock,  household  goods  as  defined  by 
the  Commission,  commodities  in  bulk, 
and  those  requiring  special  equipment, 
serving  the  site  of  the  new  plant  of 
Euclid  Division  of  General  Motors  Cor¬ 
poration,  located  near  Hudson,  Ohio,  in 
connection  with  applicant’s  authorized 
operations  between  Cleveland,  Ohio  and 
specified  points,  in  its  Certificate  MC 
106914  dated  December  12,  1950.  Appli¬ 
cant  is  authorized  to  transport  similar 
commodities  in  Ohio,  Pennsylvania,  and 
Michigan. 

HEARING:  January  14, 1957,  in  Room 
255,  New  Post  Office  Bldg.,  Columbus, 
Ohio,  before  Joint  Board  No.  117. 

No.  MC  106965  (Sub  No.  82),  M.  I. 
O’BOYLE  &  SON,  INC.,  doing  business 
as  O’BOYLE  TANK  LINES,  817  Michigan 
Ave.,  NE.,  Washington,  D,.  C.  Appli¬ 
cant’s  representative:  Dale  C.  Dillon, 
Suite  944,  Washington  Bldg.,  Washington 
5,  D.  C.  REOPENED  FOR  FURTHER 
HEARING:  Issues  originally  published  in 
the  Federal  Register  issue  of  October  26, 
1955,  on  page  8060,  as  follows;  For  au- 
No.2 - IL 


thority  to  operate  as  a  common  carrier, 
over  irregular  routes,  transporting:  Fish 
oil,  fish  oil  products,  and  paint  oils  and 
paint  vehicles  (consisting  of  oils  which 
have  fish  oil  or  some  extract  of  fish  oil  as 
a  principal  ingredient) ,  in  bulk,  in  tank 
vehicles,  from  Baltimore,  Md.,  to  points 
in -Connecticut,  Massachusetts,  Rhode 
Island,  New  York,  New  Jersey,  Pennsyl¬ 
vania,  Maryland,.  Delaware.  Virginia, 
West  Virginia.  North  Carolina,  and  the 
District  of  Columbia. 

FURTHER  HEARING:  February  8, 
1957,  at  the  Offices  of  the  Interstate 
Commerce  Commission,  Washington, 
D.  C.,  before  Examiner  T.  Kinsey  Car¬ 
penter. 

No.  MC  107107  (Sub  No.  83),  filed  De¬ 
cember  12,  1956,  ALTERMAN  ’TRANS¬ 
PORT  LINES,  INC.,  2424  N.  W.  46th  St., 
P.  O.  Box  ,65,  Miami  42,  Fla.  Applicant’s 
representative:  Frank  B.  Hand,  Jr., 
Transportation  Bldg.,  Washington  6, 
D.  C.  For  authority  to  operate  as  a 
common  carrier,  over  irregular  routes, 
transporting :  Meat,  meat  products,  meat 
by-products  and  dairy  products,  as  de¬ 
clined  by  the  Commission,  from  Terre 
'Haute,  Ind.,  to  points  in  Florida.  Ap¬ 
plicant  is  authorized  to  transport  similar 
commodities  in  Tennessee.  Nebraska, 
Texas.  Wisconsin,  Florida,  Georgia,  Iowa, 
Illinois,  Indiana,  Kansas,  Minnesota. 
Missouri,  South  Dakota,  Pennsylvania, 
New  York,  Massachusetts.  Virginia,  New 
Jersey,  Maryland,  Ohio,  Delaware.  Con¬ 
necticut,  Rhode  Island,  West  Viiginia, 
District  of  Columbia,  North  and  South 
Carolina. 

HEARING:  February  21,  1957,  at  the 
Offices  of  the  Interstate  Commerce  Com¬ 
mission,  Washington,  D.  C.,  before  Ex¬ 
aminer  William  *1.  Croft. 

No.  MC  110190  (Sub  No.  41) .  filed  De¬ 
cember  14,  1956,  PENN-DDOE  LINES, 
INC.,  2000  S.  (jeorge  St.,  P.  O.  Box  42, 
York,  Pa.  Applicant’s  representative: 
Christian  V.  Graf,  11  N.  Front  St.,  Har¬ 
risburg,  Pa.  For  authority  to  operate  as 
a  common  carrier,  over  irregular  routes, 
transporting:  Canned  goods,  from  points 
in  Pennsylvania  to  points  in  Louisiana, 
Mississippi,  and  Texas.  Applicant  is  au¬ 
thorized  to  conduct  operations  in  Penn¬ 
sylvania,  Maryland,  Alabama,  Georgia, 
Florida.  New  Jersey,  Mississippi,  Louisi- 

Ana  onH  T'ayac 

HEARING:  ^bruary  7,  1957,  at  the 
Offices  of  the  Interstate  Commerce  Com¬ 
mission,  Washington,  D.  C.,  before  Ex¬ 
aminer  William  T.  Croft. 

No.  MC  111897  (Sub  No.  1),  filed  No¬ 
vember  6,  1956,  W.  A.  HIX,  Commerce, 
Ga.  Applicant’s  representative:  James 
L.  Flemister,  Suite  301,  Georgia  Savings 
Bank  Bldg.,  Atlanta  3,  Ga.  For  author¬ 
ity  to  operate  as  a  common  carrier,  over 
irregular  routes,  transporting:  Lumber, 
between  points  in  that  part  of  Georgia 
north  of  U.  S.  Highway  80.  on  the  one 
hand,  and,  on  the  other,  points  in  Ten¬ 
nessee.  Kentucky,  North  Carolina,  South 
Carolina.  Alabama,  Flbrida,  and  Georgia. 

HEARING:  February  11,  1957,  at  the 
Peachtree-Seventh  Bldg.,  50  Seventh 
Street  NE.,  Atlanta,  Ga.,  befbre  Exam¬ 
iner  Richard  Yardley. 

No.  MC  114019  (Sub  Ho.  9),  filed  De¬ 
cember  ..7,  1956,  THE  EMERY  TRANS- 
PORTA’nON  COMPANY,  a  corporation. 


7000  South  Pulaski  Road,  Chicago  29, 
HI.  Applicant’s  representative:  Charles 
WT^Singer,  1825  Jefferson  Place  NW., 
Washington  6,  D.  C.  For  authority  .to 
operate  as  a  common  carrier,  over  irregu¬ 
lar  routes,  transporting:  Meats,  packing¬ 
house  products,  and  commodities  used 
by  packing-houses,  as  defined  by  the 
Commission,  between  Indianapolis,  Ind., 
and  Storm  Lake,  Iowa,  on  the  one  hand, 
and,  on  the  other,  points  in  Connecticut, 
Delaware,  Kentucky,  Maine,  Maryland, 
Massachusetts.  New  Hampshire.  New 
Jersey,  Rhode  Island,  Vermont,  Virginia, 
West  Virginia,  and  the  District  of  Co¬ 
lumbia.  Applicant  is  authorized  to  con¬ 
duct  contract  carrier,  regular  route  oper¬ 
ations  in  Docket  No.  MC  9685  and  subs 
thereunder  in  Indiana,  Ohio,  and  Ten¬ 
nessee,  and  irregular  route  operations  in 
Illinois.  Indiana,  Iowa,  Kentucky,  Mary¬ 
land,  Massachusetts,  Michigan,  Minne¬ 
sota,  Missouri,  New  Jersey,  New  York, 
Ohio,  Pennsylvania,  Virginia,  West  Vir¬ 
ginia.  Wisconsin,  and  the  District  of 
Columbia.  Section  210  (dual  opera¬ 
tions)  may  be  involved.  I 

HEARING:  February  13,  1957,  at  the 
Offices  of  the  Interstate  Commerce  Com¬ 
mission,  Washington.  D.  C..  before  Ex¬ 
aminer  Bertram  E.  Stillwell. 

No.  MC  115354  (Sub  No.  1)  filed  De¬ 
cember  22.  1956,  HERMAN  COLUSSY, 
doing  business  as  COLUSSY  IC^E  COM¬ 
PANY,  647  Baldwin  St.,  Bridgeville.  Pa. 
For  authority  to  operate  as  a  contract 
carrier,  over  irregular  routes,  transport¬ 
ing:  Used  baking  pans  for  cleaning  and 
reglazing,  between  Columbus.  Ohio,  on 
the  one  hand,  and,  on  the  other,  points  in 
areas  in  Michigan,  Indiana,  Kentucky, 
and  Ohio  bounded  by  a  line  beginning  at 
Detroit,  Mich,  and  extending  west  along 
U.  S.  Highway  112  to  Niles,  Mich.,  thence 
south  along  U.  S.  Highway  31  to  Louis¬ 
ville,  Ky.,  thence  east  along  U.  S.  High¬ 
way  60  to  the  Kentucky-Ohio  State  line, 
thence  east  along  the  Kentucky-Ohio 
State  line  to  the  West  Virginia-Ohio 
State  line,  thence  north  along  the  West 
Virginia-Ohio  State  line  to  the  Pennsyl- 
vania-Ohio  State  line,  thence  north 
along  the  Pennsylvania-Ohio  State  line. 

•  to  Lake  Erie,  and  thence  west  along  the 
south  shore  of  Lake  Erie  to  point  of  be¬ 
ginning  at  Detroit,  Mich.,  including  De¬ 
troit.  Applicant  is  authorized  to  trans¬ 
port  used  baking  pans  from  Bridgeville. 
Pa.  to  points  in  certain  areas  in  New 
York,  Ohio,  Pennsylvania,  and  West 
Virginia. 

HEARING:  February  21,  1957,  at  the 
Offices  of  the  Interstate  Commerce  Com¬ 
mission,  Washington.  D.  C.,  before  Ex¬ 
aminer  Bertram  E.  Stillwell. 

No.  MC  115921  (Sub  No.  2).  filed  De¬ 
cember  14.  1956,  CHEMICAL  SALT 
SERVICE,  INC.,  64  Walthsun  Avenue, 
Springfield,  Mass.  Applicant’s  repre¬ 
sentative:  Patrick  A.  Doyle,  Court  Square 
Building.  Springfield.  Mass.  For  author¬ 
ity  to  operate  as  a  contract  carrier,  over 
irregular  routes,  transporting:  Rock  salt, 
in  bulk,  and  by  use  of  dump  trucks,  and 
rock  salt,  in  bags  and  by  use  of  dump 
trucks,  and  tractor  trailers,  from  West- 
field,  Mass.,  to  points  in  Maine.  New 

•  Hampshire.  Vermont.  Rhode  Island,  and 
Connecticut.  Applicant  is  |tuthorized  to 
conduct  operations  in  Connecticut, 
Maine,  Massachusetts.  New  Hampshire^ 
New  York,  Rhode  Island,  and  VermonU  j 
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HEARING:  February  15,  1957,  at  the  Marooa  ov^  Texas  Highway  21  via  Bas- 
Offices  of  the  Interstate  Commerce  Com-  trop  and  Lincoln,  Texas,  to  Caldwell,  and 
mission.  Washington,  D.  C..  before  Ex-  return  over  the  same  route,  serving  no 


aminer  T.  Kinsey  Carpenter. 

'  MOTOR  CARRIERS  OF  PASSENGERS 

No.  MC 116344,  filed  December  10. 1956, 
ARCHIE  L.  MILUNO,  doing  business  as 
MOTEL  TOURS.  1500  Richmond  High¬ 
way,  Alexandria,  Va.  For  authority  to 
operate  as  a  common  carrier,  over  a  regu¬ 
lar  route,  transporting:  Passengers  and 
their  baggage,  in  the  same  vehicle  with 
passengers,  between  points  in  Virginia  lo¬ 
cated  on  that  portion  of  U.  S.  Highway  1 
south  of  Alexandria,  beginning  at  the 
junction  of  U.  S.  Highway  1  and  Virginia 
Highway  630  and  extending  to  Alexan¬ 
dria.,  and  Arlington  National  Cemetery. 
Va..  and  Washington.  D.  C..  as  follows: 
From  points  in  Virginia  on  the  above- 
specified  portion  of  U.  S.  Highway  1,  over 
U.  S.  Highway  1  to  Alexandria,  thence 
over  Alternate  U.  S.  1  to  Arlington  Na¬ 
tional  Cemetery,  Va.,  thence  over  Arling¬ 
ton  Memorial  Bridge  to  Washington, 
D.  C..  And  return  over  Highway  Bridge 
and  Alternate  U.  S.  Highway  1  and  U.  S. 
Highway  1  to  points  of  origin,  serving 
only  the  points  specified  on  the  above- 
described  route.  ' 

Note:  Applicant  states  he  proposes  to  pick 
up  tourists  at  motels  on  U.  S.  Highway  1 
south  of  Alexandria,  Va.,  only,  bring  them 
to  Arlington  National  Cemetery  and  the 
District  of  Columbia  on  sightseeing  totirs, 
and  then  return  them  to  their  motels  in 
Virginia. 

HEARING:  February  5,  1957,  at  the 
Offices  of  the  Interstate  Commerce  Com¬ 
mission,  Washington,  D.  C.,  before  Joint 
Board  No.  12. 

Applications  in  Which  Handling  With¬ 
out  Oral  Hearing  Is  Reqxtesteo 

MOTOR  CARRIERS  OF  PROPERTY 

No.  MC  239  (Sub  No.  19) ,  filed  Novem¬ 
ber  13,  1956,  ec:klar-m<x)re  ex¬ 
press,  INC.,  U.  S.  62,  Cynthiana,  Ky. 
Applicant’s  •  representative:  Robert  M. 
Pearce,  McClure  Bldg.,  Frankfort,  Ky. 
For  authority  to  operate  as  a  common 
carrier,  over  regular  routes,  transport¬ 
ing:  General  commodities,  except  those 
of  unusual  value.  Class  A  and  B  explo¬ 
sives,  household  goods  as  defined  by  the 
Commission,  commodities  in  bulk,  and 
commodities  requiring  special  equip¬ 
ment,  (1)  between  Lexington,  Ky.  and 
Versailles,  Ky.  over  U.  S.  Highway  60 
serving  no  intermediate  points;  (2)  be¬ 
tween  Versailles,  Ky.  and  Lawrenceburg, 
Ky.  over  U.  S.  Highway  62,  serving  no 
intermediate  points.  Applicant  is  au¬ 
thorized  to  conduct  operations  in  Ken¬ 
tucky  and  Ohio. 

No.  MC  30867  (Sub  No.  68) .  filed  No¬ 
vember  6,  1956,  CENTRAL  FREIGHT 
LINES,  INC.,  303  So.  12th  Street,  Waco, 
Tex.  For  authority  to  operate  as  a  com¬ 
mon  carrier,  over  regular  routes,  trans¬ 
porting:  General  commodities,  except 
those  of  unusual  value.  Class  A  and  B  ex¬ 
plosives.  household  g(^s  as  defined  by 
the  Commission,  commodities  in  bulk, 
and  those  requiring  special  equipment, 
over  alternate  routes,  for  operating  con¬ 
venience  only,  (1)  between  San  Marcos, 
Texas  and  Caldwell,  Texas,  from  San 


new  or  additional  points  but  forming 
physical  connections  with  existing  routes 
at  junction  Texas  Highway  21  and  U.  S. 
Highway  290  and  at  jimction  Texas 
Highway  21  and  U.  S.  Highway  77  and 
Texas  Highway  36;  and  (2)  between 
Brenham,  Texas  and  Dayton,  Texas, 
from  Brenham  over  Texas  Highway  90  to 
Navasota,  Texas,  thence  over  Texas 
Highway  105  to  Cleveland,  Texas,  thence 
over  Texas  Highway  321  to  Dayton,  and 
return  over  the  same  route,  serving  no 
intermediate  points,  but  forming  phys¬ 
ical  connections  with  existing  routes  at 
junction  Texas  Highways  6,  90  and  105 
at  Navasota  and  at  junction  Texas  High¬ 
way  105  and  U.  S.  Highway  75  at  Conroe. 
Applicant  is  authorized  to  conduct  oper¬ 
ations  in  Texas. 

Note:  Applicant  states  the  above  service 
Is  to  be  coordinated  with  that  authorized  by 
Its  present  certificates. 

No.  MC  66562  (Sub  No.  1324),  filed 
November  26, 1956,  RAILWAY  EXPRESS 
AGENCY,  INCORPORATED,  219  East- 
42nd  St.,  New  York  17,  N.  Y.  Applicant’s 
representative;  James  E.  Thomas,  Al¬ 
ston.  Sibley,  Miller,  Spann  &  Shackel¬ 
ford.  1220  The  Citizens  and  Southern 
National  Bank  Bldg.,  Atlanta,  Ga.  For 
authority  to  operate  as  a  common  car¬ 
rier,  over  regular  routes,  transporting: 
General  commodities,  including  Class  A 
and  B  explosives,  moving  in  express  serv¬ 
ice,  between  Gainesville,  Ga.,  and  Com¬ 
merce,  Ga.,  from  Gainesville  over  U.  S. 
Highway  129  to  Jefferson,  Ga.,  thence 
over  Georgia  Highway  15  to  Commerce, 
and  return  over  the  same  route,  serving 
the  intermediate  point  of  Jefferson,  Ga. 
Subject  to  the  conditions  under  Restric¬ 
tion  in  Certificate  No.  MC  66562  (Sub 
No^  1203),  set  forth  below,  which  exist¬ 
ing  authority  applicant  by  this  applica¬ 
tion  desires  to  extend  by  adding  the  in¬ 
termediate  point  of  Jefferson,  and  oper¬ 
ating  as  above  applied  for  in  connection 
with  its  existing  authority  between' 
Gainesville  and  Commerce,  Ga.  the  Cer¬ 
tificate  in  No.  MC  66562  (Sub  No.  1203') 
authorizes  the  following  transportation 
service :  General  commodities,  moving  in 
express  service,  between  Gainesville,  Ga., 
and  Franklin,  N.  C.,  serving  the  inter¬ 
mediate  points  of  Maysville,  Commerce, 
Demorest,  Clarkesville,  Tallulah  Falls, 
Clayton,  and  Dillard,  Ga. :  From  Gaines¬ 
ville  over  U.  S.  Highway  23  to  junction 
Georgia  Highway  52,  thence  over  Geor¬ 
gia  Highway  52  to  Maysville,  Ga.,  thence 
over  Georgia  Highway  98  to  Commerce, 
Ga.,  thence  over  U.  S.  Highway  441  to 
junction  U.  S.  Highway  23  (also  from 
junction  Georgia  Highway  52  and  U.  S. 
Highway  23  to  junction  U.  S.  Highways 
23  and  441,  over  U.  S.  Highway  23), 
thence  over  combined  U.  S.  Highways  23 
and  441  to  Franklin,  N.  C.,  and  return 
over  the  same  route.  RESTRICTION: 
The  service  authorized  herein  is  subject 
to  the  following  conditions:  The  service 
to  be  perf9rmed  by  carrier  shall  be  lim¬ 
ited  to  service  which  is  auxiliary  to,  or 
supplemental  of,  express  service.  Ship¬ 
ments  transported  by  carrier  shall  be 
limited  to  those  moving  on  a  through  bill 


of  lading  or  express  receipt  covering,  in 
addition  to  the  motor  carrier  movement 
by  carrier,  an  immediately  prior  or  an 
immediately  subsequent  movement  by 
rail  or  air.  Such  further  conditions  as 
the  Commission,  in  the  future  may  find 
it  necessary  to  impose  in  order  to  re¬ 
strict  carrier’s  operation  to  service  which 
is  auxiliary  to,  or  suplemental  of.  ex-  ■ 
press  service. 

Note:  Applicant  is  authorized  to  conduct 
operations  throughout  the  United  States. 

No.  MC  66562  (Sub  No.  1326),  filed 
December  10, 1956,  RAILWAY  EXPRESS 
AGEN(Ty,  INCORPORATED,  219  East 
42nd  Street,  New  York  17,  N.  Y.  Appli¬ 
cant’s  representative:  William  H.  Marx, 
same  address  as  applicant.  For  author¬ 
ity  to  operate  as  a  common  carrier,  over 
a  regular  route,  transporting:  General 
commodities,  moving  in  express  service, 
between  Springfield,  Mass.,  and  North¬ 
ampton,  Mass.,  from  Springfield  over 
U.  S.  Highway  5  to  Northampton,  and 
return  over  the  same  route,  serving  the 
intermediate  point  of  Holyoke.  Appli¬ 
cant  is  authorized  to  conduct  operations 
throughout  the  United  States. 

Applications  Under  Sections  5  and 
210a  (b) 

The  following  applications  are  gov¬ 
erned  by  the  Interstate  Commerce  Com¬ 
mission’s  Special  Rules  governing  notice 
of  filing  of  applications  by  motor  carriers 
of  property  or  passengers  under  section 
5  (2)  and  210a  (b)  of  the  Interstate 
Commerce  Act  and^ertain  other  proce¬ 
dural  matters  with  respect  thereto. 
(Federal  Register  Volume  21,  page  7339, 
§  1.240,  September  26,  1956.) 

MOTOR  CARRIERS  OF  PROPERTY 

No.  MC-F  6474.  Authority  sought  for 
purchase  by  DELAWARE  BUS  COM¬ 
PANY,  948  Delaware  Trust  Bldg.,  Wil¬ 
mington,  Del.,  of  the  operating  rights  and 
certain  property  of  SOUTHERN  PENN¬ 
SYLVANIA  BUS  COMPANY.  1300  Edg- 
mont  Avenue,  Chester,  Pa.,  and  for  ac¬ 
quisition  by  LESTER  T.  DOYLE,  410  East 
57th  Street,  New  York  22,  N.  Y.,  of  con¬ 
trol  of  such  rights  and  property  through 
the  purchase.  Applicants’  representa¬ 
tive:  David  F.  Anderson,  9th  and  Market 
Streets,  Wilmington,  Del.  -  Operating 
rights  sought  to  be  tiansf erred:  Pas¬ 
sengers.  as  a  common  carrier  over  regu¬ 
lar  routes,  between  Darby,  Pa.,  and  the 
Pennsylvania-Delaware  State  Line,  and 
between  Chester,  Pa.,  and  Aniline  Vil¬ 
lage,  Del.,  serving  all  intermediate 
points;  passengers  and  their  baggage,  in 
special  operations  during  the  season  ex¬ 
tending  from  August  1  to  October  31,  in¬ 
clusive,  of  each  year,  between  Chester, 
Pa.,  and  the  Brandywine  Raceway,  New 
Castle  County,  Del.,  near  Brandywine, 
Del.,  serving  the  intermediate  point  of 
Marcus  Hook,  Pa.,  and  points  between 
Marcus  Hook  and  the  said  Brandywine 
Raceway;  passengers  and  their  baggage, 
restricted  to  traffic  originating  in  the 
territory  indicated,  in  charter  operations, 
over  irregular  routes,  from  points  in 
Delaware  County,  Pa.,  to  points  in  New 
York,  New  Jersey,  Delaware,  Maryland, 
and  the  District  of  Columbia,  and  return; 
passengers  and  their  baggage,  in  special 
operations,  during  the  authorized  racing 
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seasons  of  each  year,  beginning  and  end¬ 
ing  at  Chester,  Pa.,  and  extending  to  At¬ 
lantic  City  Race  Track,  at  or  near  McKee 
City,  N.  J.,  Garden  State  Park  Race 
Track,  in  Delaware  Township,  Camden 
County,  N.  J.,  and  Monmouth  Park  Race 
Track,  at  or  near  Oceanport,  N.  J.  Ven¬ 
dee  is  authorized  to  operate  as  a  com¬ 
mon  carrier  in  Delaware,  Maryland, 
Virginia,  Pennsylvania  and  the  District 
of  Columbia.  Application  has  not  been 
filed  for  temporary  authority  under 
section  210a  (b) . 

No.  MC-F  6475.  Authority  sought  for 
purchase  by  GARRETT  FREIGHT¬ 
LINES,  INC.,  2055  Pole  Line  Road,  Poca¬ 
tello,  Idaho,  of  a  portion  of  the  operating 
rights  and  certain  pro<Jerty  of  WILLIAM 
B.  SWIGERT,  doing  business  as  CHAL- 
LIS  TRANSPORTATION  CO.,  &  GAR¬ 
AGE,  Chains,  Idaho,  and  for  aquisition 
by  CLARENCE  A.  GARRETT,  also  of 
Pocatello,  and  OSCAR  W.  GARRETT, 
Chamberlain  Street,  Idaho  Falls,  Idaho, 
of  control  of  such  rights  and  property 
through  the  purchase.  Applicants’  rep¬ 
resentative:  Maurice  H.  Greene,  300 
North  6th  Street,  Boise,  Idaho.  Operat¬ 
ing  rights  sought  to  be  transferred:  Com¬ 
modities  in  bulk,  ore  and  ore  concen¬ 
trates,  coal,  and  petroleum  products,  as  a 
common  carrier,  over  irregular  routes, 
between  points  in  Idaho  within  75  miles 
of  Chains,  Idaho.  Vendee  is  authorized 
to  operate  as  a  common  carrier  in  Idaho, 
Montana,  California,  Utah,  Nevada, 
Oregon,  Colorado,  New  Mexico,  Washing¬ 
ton,  Arizona,  and  Wyoming.  Applica¬ 
tion  has  not  been  filed  for  temporary 
authority  under  section  210a (b). 

By  the  Commission. 

[SEAL]  Harold  D.  McCoy, 

Secretary. 

[P.  R.  Doc.  67-17;  Piled,  Jan.  2,  1957; 

8:47  a.  m.] 


Fourth  Section  Applications  for  Relief 
December  28,  1956. 

Protests  to  the  granting  of  an  appli¬ 
cation  must  be  prepared  in  accordance 


with  Rule  40  of  the  general  rules  of 
practice  (49  CFR  1.40)  and  filed  within 
15  days  from  the  date  of  publication  of 
this  notice  in  the  Federal  Register. 

LONG-AND-SHORT  HAUL 

FSA  No.  33108:  Rock  salt  from  Ojib- 
way,  Ontario,  to  trunk  line  territory. 
Filed  by  H.  R.  Hinsch,  Agent,  for  inter¬ 
ested  rail  carriers.  Rates  on  rock  salt 
(sodium  chloride),  carloads  from  Ojib- 
way,  Ontario,  Canada,  to  points  in  trunk 
line  territory. 

Grounds  for  relief:  Circuitous  routes. 

FSA  No.  33109:  Plastics  from  Illinois 
to  Natchez,  Miss.  Filed  by  F.  C.  Kratz- 
meir.  Agent,  for  interested  rail  carriers. 
Rates  on  plastics  (synthetic  resin) ,  liquid 
or  other  than  liquid,  NOIBN,  in  carloads 
from  Marshall  and  Tuscola,  Ill.,  to 
Natchez,  Miss. 

Grounds  for  relief:  Rail  carrier  com¬ 
petition  and  circuity. 

FSA  No.  33110:.  SZag  from  Carteret, 
N.  J.,  to  the  South.  Filed  by  O.  E. 
Schultz,  Agent,  for  interested  rail  car¬ 
riers.  Rates  on  granulated  slag,  in  paper 
bags,  carloads  from  Carteret,  N.  J.,  to 
points  in  Alabama,  Florida,  Georgia, 
Louisiana,  and  South  Carolina. 

Grounds  for  relief :  Short-line  distance 
formula  and  circuity. 

Tariff:  Supplement  33  to  Agent  C.  W, 
Boin’s  tariff  I.  C.  C.  A-1079. 

FSA  No.  33111:  Petroleum  oil  ff  om  Oak 
Point,  La.,  to  Falling  Rock,  W.  Va.  Filed 
by  F.  C.  Kratzmeir,  Agent,  for  interested 
rail  carriers.  Rates  on  petroleum  oil, 
NOIBN,  tank-car  loads' from  Oak  Point, 
La.,  to  Falling  Rock,  W.  Va. 

Groimds  for  relief:  Competition  with 
rail  carriers  and  circuity. 

Tariff :  Supplement  82  to  Agent  Elratz- 
meir’s  tariff  I.  C.  C.  4150. 

FSA  No..  33112:  Phosphatic  feed  sup¬ 
plements  from  Houston  and  Texas  City, 
Tex.  Filed  by  F.  C.  Kratzmeir,  Agent,  for 
interested  rail  carriers.  Rates  oh ’phos¬ 
phatic  feed  supplements,  viz.:  phosphate, 
di-calcium,  feed  grade,  bone  meal,  in 
bulk  or  in  packages,  carloads  from  Hous¬ 
ton  and  Texas  City,  Tex.,  to  points  in 
Minnesota,  North  Dakota  and  South 
Dakota. 


Grounds  for  relief:  Short-line  distance 
formula  and  circuity. 

Tariff:  Supplement  21  to  Agent  Kratz- 
meir’s  tariff  I.  C.  C.  4076. 

FSA  No.  33113:  Barite  tailings  from 
and  to  the  Southwest.  Filed  by  F.  C. 
Kratzmeir.  Agent,  for  interested  rail  car¬ 
riers.  Rates  on  barite  tailings,  in  bulk 
or  in  bags,  carloads  from,  to,  and  be¬ 
tween  points  in  southwestern  territory. 

Grounds  for  relief :  Short-line  distance 
formula  and  circuity.  • 

Tariff :  Supplement  92  to  Agent  Kratz- 
meir’s  tariff  I.  C.  C.  4135. 

FSA  No.  33114:  Iron  and  steel  articles 
to  Channel  View,  Tex.  Filed  by  F.  C. 
Kratzmeir,  Agent,  for  interested  rail  car¬ 
riers.  Rates  on  iron  and  steel  articles, 
carloads  from  points  in  central,  official, 
southwestern,  and  western  trunk-line 
territories,  also  Minnequa,  Colo.,  to 
Channel  View,  Tex. 

Grounds  for  relief:  Establishment  of 
a  new  station,  rail  carrier  competition, 
and  grouping. 

Tariff:  Supplement  87  to  Agent  Kratz- 
meir’s  tariff  I.  C.  C.  4170. 

FSA  No.  33115:  Crude  petrolatum  from 
Texas  to  Official  Territories.  Filed  by 
F.  C.  Kratzmeir,  Agent,  for  interested 
rail  carriers.  Rates  on  crude  petrolatum, 
tank-car  loads  from  Beaumont-Port 
Arthur,  Tex.,  district  to  points  in  official 
territory.  ^ 

Groimds  for  relief:  Short-line  distance 
formula  and  circuity. 

Tariff:  Supplement  84  to  Agent  Kratz- 
meir’s  tariff  I.  C.'C.  4150. 

FSA  No.  33116:  Aluminum  from  Lou¬ 
isiana  to  Ohio.  Filed  by  F.  C.  Kratzmeir, 
Agent,  for  interested  rail  carriers.  Rates 
on  aluminum  billeta,  blooms,  ingots,  pigs 
or  slabs,  carloads  from  Chalmette  and 
New  Orleans,  La.,  to  Columbus  and 
Heath,  Ohio. 

*  Grounds  for  relief:  Rail  carrier  com¬ 
petition  and  circuity. 

By  the  Commission. 

[seal]  Harold  D.  McCoy. 

Secretary, 

[P.  R.  Doc.  57-4;  Piled,  Jan.  2,  1957; 

8:45  a.  m.]  ^ 


